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ABSTRACT 


The  purpose  of  this  study  is  to  examine  the  current  Philippine  Fleet  (PF)  method 
of  supplying  consumable  materials  to  Fleet  units  via  a  Ready  Supply  Depot  (RSD).  The 
study  desires  to  determine  the  most  cost-effective  method  of  delivering  the  services 
currently  provided  by  the  RSD  in  order  to  fully  maximize  the  use  of  Fleet  resources 
without  sacrificing  mission  effectiveness.  This  thesis  focuses  on  the  cost  the  Navy  pays  to 
the  supplier  and  all  direct  and  indirect  costs  of  the  RSD  operation.  This  study  compares 
the  total  price  of  each  item  inventoried  at  RSD  to  a  similar  item  sold  by  commercial 
vendors  in  the  Cavite  City  and  Manila  area.  The  difference  in  price  is  multiplied  by  past 
demand  to  determine  the  excess  cost  to  consumers  of  acquiring  consumables  from  RSD 
instead  of  directly  from  commercial  vendors.  Additionally,  results  from  RSD  consumer 
surveys  are  used  to  assess  the  service  benefits  provided  by  RSD,  as  seen  by  its  customers. 
The  research  results  show  that  the  compared  items  are  less  expensive  to  the  customer 
when  purchased  at  RSD.  However,  it  also  shows  that  it  is  more  costly  for  the  government 
to  provide  these  items  via  RSD.  Furthermore,  a  customer  survey  indicates  that  the  RSD 
customers  are  not  satisfied  with  the  selection,  quality,  availability,  and  customer  service 
levels  present  at  the  RSD.  As  a  consequence,  the  recommendation  is  made  to  eliminate 
the  Ready  Supply  Depot  (RSD)  operation  and  allow  the  RSD  customers  to  use 
commercial  vendors  for  their  non-military  consumable  item  needs. 
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I. 


INTRODUCTION 


A.  BACKGROUND 

The  Philippine  Navy  (PN)  is  a  military  organization  that  is  interested  in  how  to 
push  logistics  to  the  field  in  order  to  sustain  military  operations.  The  Navy’s  logistical 
structure,  which  is  a  part  of  the  total  Armed  Forces  of  the  Philippines  (AFP)  Logistics 
System,  is  involved  in  procurement,  receipt,  storage  and  distribution  of  supplies. 

In  order  to  accomplish  the  procurement  function  of  logistics,  the  Navy  has  at  its 
disposal  different  modes  of  procuring  supplies,  such  as  public  bidding,  negotiated 
purchases,  emergency  purchase,  and  others.  Procurement  of  supplies  and  services  shall  be 
in  accordance  with  approved  programs,  laws,  regulations,  policies,  and  procedures.  In  the 
application  of  any  of  these  modes  of  procurement,  diligence  must  be  observed  in  order 
that,  with  the  limited  budget  given,  effective  and  efficient  utilization  of  resources  must  be 
achieved  to  accomplish  the  mission. 

Acquisition  of  supplies  and  services  in  the  PN  are  subject  to  the  usual  government 
budgeting,  accounting  and  auditing  procedures.  Before  procurement  is  initiated,  there 
must  be  an  appropriation  approved  by  Congress,  which  is  subsequently  released  by  the 
Department  of  Budget  and  Management  (DBM)  in  the  form  of  allotment  advice. 

In  the  early  1970’s,  procurement  of  supplies  was  hampered  by  the  non-availability 
of  approved  appropriation.  The  budget  was  usually  approved  and  released  three  to  six 
months  from  the  beginning  of  the  fiscal  year.  Hence,  the  maintenance  of  operations  was 
sacrificed  due  to  non-availability  of  needed  supplies.  In  order  to  address  this  gap  between 
procurement  and  budget  process,  advance  deliveries  were  initiated  in  order  to  accomplish 
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military  missions.  Although  this  violates  current  policy,  it  was  always  justified  in  support 
of  military  operations. 

Realizing  the  predicament,  the  72-100  Reimbursable  Fund  (RF)  was  introduced  to 
the  Armed  Forces  of  the  Philippines  (AFP)  in  order  to  bridge  the  time  lags  that  are 
common  in  the  procurement  and  budget  process.  In  this  system,  the  AFP  was  authorized 
to  borrow  from  the  National  Treasury  an  amount  to  purchase  military  supplies  for 
stocking  purposes.  The  Navy  was  allocated  20.00M  Philippine  Peso  (PhP)  out  of  the 
PhP200.00M  for  the  entire  AFP  [Ref.  1].  This  72-100  RF  was  conceived  to  ensure 
continuity  of  supplies  to  support  operations  in  spite  of  budgetary  limitations.  Thus,  in 
midyear  of  1975,  the  Headquarters  Philippine  Navy  issued  orders  for  the  creation  of  the 
Ready  Supply  Depot  (RSD)  funded  by  72-100  RF,  as  the  supply  outlet  for  the  Philippine 
Fleet.  The  Philippine  Fleet  is  one  of  the  two  major  type  commands  of  the  Philippine 
Navy. 

As  the  National  budget  decreases,  government  agencies  and  departments  will  be 
competing  for  minimal  budget  to  carry  out  their  mission.  Activities  that  do  not  show 
economical  and  efficient  use  of  public  funds  face  further  cut-backs,  possible 
consolidation  with  other  branches  within  the  government,  or  possible  elimination 
altogether.  Many  believe  that  government  waste  is  running  rampant  and  more  savings  can 
be  made  through  elimination  or  realignment  of  government  agencies.  Improvements  of 
this  type  are  generally  believed  to  be  a  critical  necessity  to  reduce  the  National  budget 
deficit. 

The  present  AFP  modernization  thrust  of  streamlining  organization  due  to 
changing  political  environment  with  tighter  fiscal  constraints  affects  the  operations  of 
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most  supply  units  in  the  AFP.  To  help  ensure  that  fiscal  targets  for  readiness  are  met,  the 
Philippine  Fleet  must  find  innovative  ways  to  provide  a  quality  product  at  an  acceptable 
level  of  customer  service  and  at  minimum  cost.  This  may  include  addressing  issues 
concerning  the  operation  of  RSD. 

B.  FOCUS  OF  RESEARCH 

The  purpose  of  this  study  is  to  examine  the  current  Philippine  Navy  method  of 
supplying  consumable  material  to  the  fleet  and  supporting  shore  activities  via  a  “Retail 
Self  Service  Store”  -  the  Ready  Supply  Depot  (RSD).  This  thesis  will  focus  on  the 
following:  (1)  Cost  effectiveness  of  the  RSD  operation  within  the  Philippine  Fleet;  (2)  a 
review  and  evaluation  of  the  72-100  RF  role  in  RSD  operation;  (3)  a  review  of  the  RSD 
mission,  contribution  to  fleet  readiness,  operations,  labor  and  non-labor  cost,  and 
customer  service  levels;  and  (4)  a  customer  survey,  conducted  to  determine  customer’s 
expectations  about  the  operation  of  RSD,  Philippine  Fleet. 

This  thesis  focuses  on  the  initial  purchase  cost  the  RSD  pays  to  the  commercial 
supplier  and  all  direct  and  indirect  costs  of  the  RSD  operation.  This  study  compares  the 
total  price  of  each  item  of  inventory  at  RSD  to  a  similar  item  sold  by  commercial  vendors 
in  the  Cavite-Manila  area.  This  difference  is  multiplied  by  past  demand  to  determine  the 
cost  of  providing  the  commercial  services  of  a  RSD  operation.  Additionally,  a  customer 
survey  is  used  to  determine  if  RSD  Philippine  Fleet  is  meeting  its  customers’ 
expectations. 
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C.  RESEARCH  QUESTIONS 

Based  on  the  objectives  cited  above,  the  following  primary  research  question  is 
addressed  in  this  study:  “What  is  the  most  cost-effective  method  of  delivering  the 
services  currently  provided  by  the  Ready  Supply  Depot,  Philippine  Fleet? 

In  support  of  the  primary  research  question,  the  following  subsidiary  questions  are 
addressed: 

•  What  is  the  mission  of  Ready  Supply  Depot  operation? 

•  What  is  the  Navy  Supply  Systems’  definition  of  consumable  items? 

•  How  does  the  RSD  operate  with  respect  to  demand  recording,  reorder 
processing,  inventory  management  and  customer  billing? 

•  Does  RSD  contribute  to  fleet  readiness? 

•  What  is  72-100  Reimbursable  Fund,  and  how  does  this  contribute  to  the 
operation  of  the  RSD? 

•  What  are  the  costs  associated  with  the  RSD  operation  within  the 
Philippine  Fleet? 

•  Is  there  another  supply  source  aside  from  the  RSD? 

•  Are  the  customers  of  the  RSD  receiving  the  best  available  quality  at  the 
lowest  price  through  this  RSD  operation? 

•  What  benefits  can  be  realized  if  the  RSD  is  eliminated? 

•  What  benefits  are  lost  if  the  RSD  is  eliminated? 

D.  RESEARCH  METHODOLOGY 

The  information  presented  in  this  study  was  obtained  through  primary  and 
secondary  research.  Primary  research  consists  of  personal  and  telephone  interviews  of 
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key  personnel  involved  in  the  operation  of  the  RSD,  in  the  policy  formulation  of  72-100 
RF,  Naval  logistics  operations,  and  budget  management.  We  also  conducted  a  survey  to 
all  available  current  and  previous  supply  officers  of  Philippine  Fleet  units  from  the 
Cavite-Manila  area  that  have  had  experience  transacting  business  at  the  RSD. 
Furthermore,  we  secured  a  list  of  consumable  items  stored  and  issued  at  the  RSD,  and 
compared  the  commercial  vendor’s  price  for  the  list  of  items  identified  in  the  RSD  list. 

The  secondary  research  methodology  employed  was  a  review  of  relevant 
literature.  We  conducted  an  in-depth  review  of  the  RSD  operation  through  examination 
of  the  Philippine  Fleet  supply  management  laws  and  regulation,  implementing  guidelines 
and  program.  The  information  we  studied  was  obtained  from  current  and  past  Department 
of  National  Defense  (DND)  and  Philippine  Navy  instructions,  directives,  regulations,  and 
previous  theses  and  current  publications  relevant  to  government  downsizing.  Also,  we 
researched  books,  magazine  articles,  and  other  library  resources  on  the  subjects  of 
Consumables  and  Inventory  Management. 

Finally,  we  analyzed  the  result  of  the  survey  to  determine  the  end-user’s  position 
towards  the  operation  of  the  RSD,  and  evaluated  and  prepared  the  cost  benefit  analysis  of 
consumable  materials  supplied  at  the  RSD  and  that  of  commercial  vendors. 

E.  SCOPE  OF  THE  STUDY 

This  thesis  focuses  on  the  cost  effectiveness  of  the  RSD  operations  of  the 
Philippine  Fleet.  A  review  of  that  RSD  mission,  contribution  to  fleet  readiness, 
operations,  labor  and  non-labor  costs,  and  customer  service  levels  was  conducted. 
Additionally,  a  customer  survey  was  used  to  determine  if  RSD  Philippine  Fleet  was 
meeting  it’s  customers’  expectations. 
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This  thesis  focuses  on  the  following:  (1)  Cost  effectiveness  of  the  RSD  operation 
at  Philippine  Fleet;  (2)  a  review  and  evaluation  of  the  72-100  RF  role  in  RSD  operation; 
and  (3)  a  review  of  the  RSD  mission,  contribution  to  fleet  readiness,  operations,  labor  and 
non-labor  cost,  and  customer  service  levels.  Additionally,  a  customer  survey  is  used  to 
determine  if  RSD  Philippine  Fleet  is  meeting  it’s  customers’  expectations. 

F.  ORGANIZATION  OF  THE  STUDY 

This  thesis  is  organized  to  give  the  reader  a  comprehensive  overview  of  the  RSD 
operation  and  why  Naval  Logistic  Center  has  encouraged  its  use.  Chapter  II  identifies 
RSD  mission,  regulations,  and  stocking  policy.  Chapter  III  examines  RSD  inventory  and 
identifies  the  material  mainly  supplied  by  RSD.  The  cost  of  the  items,  including  the 
initial  purchase  cost  and  all  labor  and  non-labor  costs,  are  then  computed  and  multiplied 
by  past  demands  to  estimate  the  total  cost  the  government  (the  customer)  pays  for 
materials  sold  through  RSD.  Chapter  IV  evaluates  the  effects  on  customer  and  fleet 
readiness  of  its  RSD  operations  by  reporting  the  results  of  a  survey,  which  was 
distributed  to  RSD  customers.  Chapter  V  provides  a  summary,  conclusions,  and 
recommendations  on  how  the  Navy  can  better  meet  the  needs  of  its  customers  with 
regards  to  consumables  of  the  type  provided  by  the  RSD. 
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II.  READY  SUPPLY  DEPOT  (RSD):  THE  NAVY’S  SUPERMART 

WAREHOUSE 


A.  INTRODUCTION 

This  chapter  focuses  on  the  Ready  Supply  Depot  (RSD),  specifically  RSD, 
Cavite.  In  doing  so,  several  terms  and  secondary  questions  identified  in  chapter  I  are 
addressed  to  assist  the  reader:  (1)  to  understand  why  the  Naval  Logistic  Center  (NLC)  has 
encouraged  the  use  of  RSDs;  and  (2)  to  identify  various  rules  and  regulations  that  effect 
RSD  operations. 

B.  DEFINITION  OF  TERMS 

a.  72-100  Reimbursable  Fund  (72-100  RF/72-1  RF).  A  stock  fund 
established  as  one  source  of  fund  for  procurement  of  supplies  and  materials.  It  is  a 
“revolving”  ceiling,  which  is  maintained  through  replenishment  from 
appropriations  based  on  their  respective  withdrawal  from  stocks. 

b.  72-100  Supplies.  Stocks  procured,  stored,  issued  and  accounted  for  from 
the  PhP20M  72-100  RF  of  the  PN,  which  are  intended  to  bridge  the  time  lags  that 
are  common  results  from  the  procurement  and  budget  process. 

c.  72-100  Counter-Part-Fund.  One  of  the  logistics  budgetary  activities 
programmed  to  support  the  withdrawals  of  72-100  RF  supplies. 

d.  Consumable  Items.  Any  item  which,  after  issue  from  stock  to  the  final 
user,  is  consumed  in  use;  or  while  having  continuing  life,  becomes  incorporated  in 
other  property,  thus  losing  its  identity  when  it  is  dropped  from  property 
accountability. 
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e.  Deferred  Accounts.  Receivables  of  the  PN  72-100  RF  which  are  issued  as 
unfounded  transactions  in  the  Requisition  and  Issue  Voucher  (RTV). 

f.  Dormant  Stocks.  The  72-100  stocks  that  are  no  longer  saleable  to 
customer  units  due  to  obsolescence  or  wear. 

g.  Operating  Targets  (OPTARs).  The  72-100  ceiling  allocated  to  each  unit 
per  quarter  consistent  with  the  quarterly  release  of  funds. 

h.  RF  Administrator.  The  duly  designated  unit/office  that  exercises  the 
supply  management  of  72-100  RF. 

i.  Subordinate  units.  Refers  to  subordinate  units  of  the  PN  major  type 
commands,  support  commands  and  service  support  units,  and  operational 
commands. 

j.  Unit.  Used  in  this  paper  refers  to  the  PN  major  unit  type  commands, 
support  commands  and  service  support  units,  and  operational  commands. 

k.  Wholesale.  Used  in  this  paper  referring  to  selling  goods  in  large  quantities 
as  defined  by  the  Philippine  Navy. 

C.  RSD’S  MISSION 

The  Naval  Logistic  Center  (NLC)  has  been  providing  supply  outlets  (RSD)  where 
its  customers  can  serve  themselves  to  needed  supplies  with  minimal  delay.  This  form  of 
retail  operation  was  originated  by  the  Armed  Forces  of  the  Philippines  Logistic 
Command  (AFPLC)  and  continued  by  the  three  AFP  services  (namely.  Army,  Air  Force 
and  Navy)  as  a  way  to  reduce  the  requisitioning  workload  and  still  satisfy  customer 
demand.  RSDs  were  seen  as  an  efficient,  economical,  and  expeditious  means  of 
providing  supply  support  to  Navy  customers  for  high  demand,  low  cost  consumable 
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items.  The  discount  warehouse  method  typical  of  a  RSD  operation  has  resulted  in  an 
appreciable  reduction  in  processing  costs  since  each  customer  could  procure  multiple 
units  of  several  different  line  items  with  a  single  requisition  document.  If  the  demands 
were  submitted  to  a  wholesale  stock  point,  such  as  an  AFP  Logistic  Command, 
requisition  documents  for  each  line  item  would  be  necessary. 

The  mission  of  the  RSD  is  to  manage  the  receipt,  storage,  accounting  and 
issuance  of  PN  locally  procured,  fast-moving  supplies  by  employing  a  “supermart” 
concept  of  operation.  Coupled  with  this  mission  are  the  following  functions:  [Ref.  2] 

•  Determine  fast-moving  common  supply  requirement  of  PN  units  in 
coordination  with  inventory  control  division. 

•  Inspect,  receive,  store,  issue  and  account  supply  materials  procured 
through  72-100  operations. 

•  Receive,  screen  and  process  documents  for  accuracy  and  completeness  of 
required  data  including  the  authenticity  of  the  authorized  signatories. 

•  Maintain  stock  records,  receipts  and  expenditure  documents  affecting  the 
stock  balance  to  ensure  the  availability  of  supplies  within  the  authorized  level. 

•  Determine  and  maintain  book  of  accounts  for  the  72-100  RF  fund,  and 
record  the  value  of  materials  received  and  issued. 

With  simplified  accounting  procedures  allowing  customers  to  purchase  up  to  a 
pre-approved  monetary  limit  vice  an  individual  requisition  per  line  item,  it  is  the  RSD’s 
intention  to  meet  the  following  objectives: 

•  Expedite  and  improve  service  to  customers. 

•  Decrease  the  costs  of  furnishing  material  to  the  customer. 
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•  Decrease  the  number  of  requisitions  in  process  by  the 
distribution/warehouse. 

•  Decrease  the  number  of  high  priority  requisitions  in  the  system. 

•  Reduce  the  number  of  transactions  covering  material  returned. 

•  Reduce  the  inventory  in  the  possession  of  the  customer  by  affording  more 
expeditious  service. 

D.  RSD’S  STOCKING  POLICY/CRITERIA 

To  provide  guidelines  as  to  what  RSD  can  carry  in  stock,  NLC  prescribed  that  the 
items  carried  must  meet  the  following  criteria: 

•  The  items  must  be  fast-moving  items  with  recurring  demand. 

•  The  items  must  have  a  minimum  demand  of  two  units  per  month  sustained 
over  a  12-month  period. 

•  The  items  must  not  be  repairable,  critical,  or  classified. 

In  addition,  although  the  stock  levels  of  individual  items  may  vary,  the  average  on 
hand  inventory  over  all  items  must  be  less  than  a  30-day  supply. 

E.  MATERIAL  CLASSIFICATION 

RSD  Cavite  is  similar  to  all  other  RSD  operations  in  that  the  materials  sold  are 
identified  as  “consumables”.  Naval  Logistics  defines  consumable  material  as  any 
material,  which,  after  issue  from  stock  to  the  final  user,  is  consumed  in  use;  or  while 
having  continuing  life,  the  material  becomes  incorporated  in  other  property,  thus  losing 
its  identity  when  it  is  dropped  from  property  accountability  [Ref.  3].  Generally, 
consumable  items  are  not  repaired  when  unfit  for  further  service.  The  consumable 
category  includes  office  supplies,  culinary  supplies,  clothing,  and  military  specific  items 
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(e.g.  military  uniform  paraphernalia,  flag  and  pennants,  RTV  and  dispatch  forms). 
Consumable  items  are  sometimes  referred  to  as  “expense”  items. 

In  contrast,  other  significant  classifications  of  material  procured  and  stocked  by 
NLC  are  “repairables”  and  “repair  parts”.  A  repairable  is  an  item  of  supply  that  can  be 
made  to  function  through  a  repair  process  after  it  breaks.  It  is  also  referred  to  as  an 
“investment”  item.  Repairables  include  major  components  of  equipment  such  as  aircraft 
engines,  ship  propeller  shafts,  and  electronic  circuit  boards.  RSDs  are  not  allowed  to 
stock  repairables.  Repair  parts  are  also  not  part  of  the  consumable  items  that  are  being 
managed  by  the  RSD.  Repair  parts  are  items  such  as  resistors,  Integrated  Circuits  (IC) 
and  all  parts  necessary  to  repair  communication  or  other  electronic  equipment.  The  Naval 
Repair  Facility,  NLC,  is  managing  those  items. 

F.  REGULATIONS  AFFECTING  RSD  OPERATIONS 

1.  Background 

Like  any  other  government  organization,  RSD  has  many  other  rules  and 
regulations  they  are  required  to  follow  in  their  operation.  Although  the  government’s 
primary  interest  in  procuring  goods  and  services  is  to  obtain  them  on  a  competitive,  least- 
cost  basis,  the  government  also  uses  the  procurement  process  to  ensure  that  various  socio¬ 
economic  objectives  are  met. 

In  order  to  accomplish  the  procurement  function  of  logistics,  the  Navy  has 
different  modes  of  procuring  supplies  such  as  public  bidding,  negotiated  purchases, 
emergency  purchase,  and  others.  Procurement  of  supplies  and  services  shall  be  in 
accordance  with  approved  programs,  laws,  regulations,  policies  and  procedures.  In  the 
application  of  any  of  these  modes  of  procurement,  diligence  must  be  observed  in  order  to 
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ensure  the  given  limited  budget  provides  effective  and  efficient  utilization  of  resources, 
which  must  be  achieved  to  accomplish  the  mission. 

2.  The  Budget 

Acquisition  of  supplies  and  services  in  the  PN  are  subject  to  the  usual  government 
budgeting,  accounting  and  auditing  procedures.  Before  procurement  is  initiated,  to 
support  needed  military  activities  for  a  fiscal  year  there  must  be  an  appropriation 
approved  by  Congress,  which  is  subsequently  released  by  the  Department  of  Budget  and 
Management  (DBM)  in  the  form  of  an  “allotment  advice”. 

In  coming  up  with  a  budget  for  any  activity,  the  requirement  determination  is  the 
first  step  undertaken.  Requirement  determination  includes  identifying  the  items  needed 
for  a  particular  activity,  the  number  of  those  items  needed,  and  their  price.  This  may 
range  from  the  smallest  and  seemingly  unimportant  items  to  the  largest  and  the  most 
important  items,  say  from  paper  clips  to  the  major  parts  of  a  ship’s  engine.  After 
identifying  the  item,  the  desired  quantity  is  determined  using  the  allowance  list, 
consumption  data  and  demand  data.  Once  the  quantity  is  known,  prices  are  attached  to 
each  item,  and  the  budget  is  determined.  Requirement  determination  is  a  function 
inherent  at  all  levels  of  management.  Each  processing  unit  in  the  navy  is  expected  to 
develop  budgetary  figures  founded  on  proper  requirement  determination.  Budgetary 
figures  are  not  obtained  by  picking  these  from  thin  air.  There  must  be  a  solid  basis  for 
developing  the  budget.  Result:  the  determination  of  the  requirement  is  very  crucial. 

3.  Procurement  Program 

The  items,  quantities  and  prices  determined  in  the  requirement  determination  will 
form  the  foundation  of  a  procurement  program  of  a  unit,  which  is  approved  by  its 
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commanding  officer.  The  units’  procurement  program  is  collated  at  Headquarters 
Philippine  Navy  (HPN)  for  approval  of  the  Flag  Officer-in  Command  (FOIC),  PN.  This 
document  contains  all  the  items  for  all  the  budgetary  activities  of  the  navy.  It  will  serve 
as  the  “bible”  in  the  acquisition  of  supplies  and  services. 

It  was  mentioned  earlier  that  there  are  different  methods  of  procuring  materials. 
These  are  public  bidding,  emergency  purchase,  negotiated  purchase,  and  others.  Before  a 
unit  can  perform  the  procurement  function,  it  must  be  delegated  the  authority  to  perform 
the  task.  The  Department  of  National  Defense  (DND),  Department  Order  Number  A-095 
dated  August  24,  1988  which  amended  DO  NR  A-047  dated  22,  August  1987,  delegated 
the  authority  to  procure  supplies  and  services  to  various  units  of  the  AFP  to  include  the 
Philippine  Navy.  At  present  all  major  type  commands,  support  commands  and  special 
units,  and  operational  commands  in  the  Philippine  Navy  are  delegated  the  authority  to 
procure.  An  organizational  chart  is  provided  in  figure  1  to  depict  the  revised  navy 
organization  as  defined  in  the  AFP  Modernization  Program  [Ref.  4]. 

4.  The  Operating  Program  and  Budget  (OPB) 

In  the  PN  OPB  each  procuring  unit  is  allocated  its  budget  into  two  components  - 
the  Centrally  Managed  Fund  (CMF)  and  the  Direct  Support  Fund  (DSF).  The  CMF  is 
managed  at  the  Headquarters  Philippine  Navy  (HPN)  while  the  DSF  is  periodically 
released  to  the  units  in  the  form  of  “allotment  advice”  by  the  HPN.  This  allotment  advice 
is  duly  accompanied  by  a  corresponding  cash  allocation.  There  is  no  hard  and  fast  rule  on 
the  percentage  of  CMF  and  DSF  to  the  net  working  appropriation.  The  units  in  their 
respective  procurement  programs  often  determine  this  percentage. 
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In  the  Operating  Program  and  Budget  of  the  PN,  all  the  major  and  special  units 
are  appropriated  funds  for  supplies  and  services  to  support  their  operations.  Included  in 
the  logistics  budgetary  activities,  among  others,  are  ship  spares,  quartermaster  supplies, 
shipboard  supplies.  Combat  Clothing  and  Individual  Equipment  (CCIE),  and  72-100CPF 
(Counter-Part  Fund).  With  this  appropriation,  the  units  can  procure  72-100  stocks  from 
Naval  Logistic  Center  (NLC)  through  RSD  by  using  funded  Requisition  Issue  Vouchers 
(RIV),  or  they  can  procure  supplies  outside  of  NLC  using  delegated  authority  to  procure. 
This  appropriation  is  released  by  DBM  in  the  form  of  allotment  advice  with 
corresponding  cash  allocation. 

5.  The  72-100  Reimbursable  Fund 

In  the  PN  Manual  72-1  Management  it  is  stated  that  the  72-100  Account  is  an 
executive  authorization  to  borrow  from  the  National  Treasury  a  fixed  amount  to  purchase 
military  supplies  for  stocking  purposes.  The  72-100  is  a  reimbursable  fund,  utilized 
primarily  to  effect  continuity  of  supplies  to  support  operations,  subject  to  budgetary 
limitations.  The  value  of  the  supplies  issued  from  the  stockpile  must  be  supported  by  and 
charged  against  current  appropriation  to  validate  the  issuance.  In  other  words,  no  supplies 
can  be  issued  from  this  account  unless  sufficient  funds  are  available.  Hence,  maximum 
utilization  of  this  extra-budgetary  resource  demands  proper  administration,  wise  supply 
management  and  supervision. 

In  the  General  Headquarters  (GHQ)  Logistics  Letter  dated  August  24,1976,  the 
PN  was  granted  additional  RF  ceiling  through  initial  grants,  cash  or  stock  transfers  from 
Armed  Forces  of  the  Philippines  Logistics  Center  (AFPLC)  in  the  total  amount  of 
P20.00M.  During  the  initial  operation  of  the  72-100  RF,  the  72-100  was  utilized  to  fond 
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the  procurement  72-100  stocks  before  budget  was  approved  in  order  that  the  stocks  are 
made  available  when  money  is  released.  The  concept  is  to  bridge  the  gap  between 
procurement  system  and  budget  system.  Again  in  GHQ  Circular  Number  4  dated  August 
06,  1974,  it  stated  that  all  72-100  stocks  should  be  issued  only  after  a  duly  approved  and 
funded  RIV  is  submitted  except  in  cases  where  the  Chief  of  Staff  AFP  orders  deferment 
of  payment.  In  the  PN  only  the  FOIC,  PN  can  authorize  deferment  of  payments. 

6.  Naval  Logistic  Center  and  Operational  Target 
GHQ  Circular  Number  4  dated  August  06,  1974  was  published  to  prescribe  the 
policies  and  assign  responsibilities  in  the  management  and  accounting  of  72-100  RF.  In 
this  circular  the  Naval  Logistic  Center  (formerly  Naval  Supply  Center)  is  the  designated 
PN  RF  Administrator  for  72-100  supplies. 

The  NLC,  as  the  72-100  RF  Administrator,  is  given  a  copy  of  the  procurement 
program  for  the  72-100  CPF.  Likewise,  the  72-100  RF  Operational  Targets  (OPTAR)  of 
PN  units  are  released  in  the  form  of  allotment  advice  to  NLC  on  a  quarterly  basis.  This 
OPTAR  is  not  yet  part  of  the  72-100  RF  that  can  be  used  for  procuring  supplies.  It  must 
be  liquidated  through  withdrawals  of  72-100  supplies  by  units  using  funded  RIVs.  The 
OPTAR  is  then  transformed  into  usable  funds  for  stock  replenishment  of  72-100  supplies. 

The  NLC  keeps  a  record  of  the  units  and  their  subordinate  units’  OPTAR 
allocation.  All  72-100  withdrawals  are  posted  on  that  record.  Based  on  the  procurement 
program,  the  NLC  then  procures  items  for  replenishment,  which  depletes  the  available 
funds  while  still  in  the  form  of  an  allotment  advice,  which  requires  cash  allocation  for 
liquidation. 
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7. 


Innovations  in  72-100  RF 


In  the  AFP  Comptroller  Letter  88-8  dated  October  04,  1988,  it  is  stated  that  the 
issuance  of  supplies  from  72-100  stocks  shall  be  a  “cash  and  carry”  basis.  Checks  shall  be 
issued  covering  the  funded  RIVs.  The  72-100  RF  Administrator  shall  then  deposit  these 
proceeds  from  sales/issues  to  a  separate  current  account  with  any  government  depository 
bank. 

With  this  cash  and  carry  concept  the  72-100  RF  Administrator  will  be  able  to 
build  up  cash  in  the  bank  that  can  be  used  for  any  subsequent  procurement  of  supplies  for 
stocking  at  NLC.  This  frees  the  procurement  process  of  the  system  for  stock 
replenishment  from  its  dependence  on  appropriation.  Furthermore,  once  the  NLC  buys 
supplies  for  stocking,  it  can  negotiate  with  the  dealers  for  lower  prices  because  they  are 
assured  of  fast  cash  payment.  Likewise,  NLC  can  buy  directly  from  the  source  without 
the  mediation  of  a  third  party,  which  are  usually  the  dealers.  This  will  assure  the  NLC  of 
much  lower  prices  and  will  encourage  the  units  to  patronize  the  72-100  stocks.  It  is  the 
delay  in  liquidation  that  discourages  direct  suppliers  to  transact  business  with  the 
government. 

G.  CHAPTER  SUMMARY 

This  chapter  explained  the  difference  between  the  consumables,  repairables,  and 
repair  parts.  It  identified  mission,  functions,  and  stocking  policy/criteria  of  a  RSD 
operation.  It  also  covered  the  regulations  affecting  RSD  operation  such  as  the  budget,  the 
procurement  program,  the  72-100  Reimbursable  Fund,  Naval  Logistic  Center  and  its 
operational  target,  and  some  definition  of  terms  that  will  help  in  understanding  the 
creation  of  the  Ready  Supply  Depot. 
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The  next  chapter  provides  the  database  formulation,  determination  of  the  RSD 
operational  cost,  and  comparison  of  the  RSD  price  with  similar  items  sold  by  commercial 
vendors  in  Cavite-Manila  area. 
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III.  DATABASE  DEVELOPMENT,  METHODOLOGY  AND  COST 

COMPARISONS 


A.  INTRODUCTION 

This  chapter  explains  which  consumable  items  at  RSD  were  chosen  for  analysis, 
analyzes  the  RSD  procurement  markup,  identifies  the  operating  costs  of  the  RSD,  and 
concludes  with  a  cost/benefit  analysis  of  the  price  difference  of  purchasing  similar  items 
from  commercial  vendors.  The  information  developed  for  the  study  is  a  comparison  of 
total  costs  of  the  demand  for  consumable  items  over  a  one  year  period  (January  1999 
through  December  1999)  as  presented  in  Appendix  A. 

B.  DATABASE  FORMULATION 

As  of  December  1999,  the  RSD  sold  a  total  of  602  line  “consumable”  items  in 
their  inventory,  composed  of  both  military  and  non-military  items.  These  items  range 
from  Cap  to  Wiper  Motor  Assembly.  (See  Appendix  A.)  Those  considered  as  military 
items  are  items  specifically  intended  for  military  (navy)  use  like,  Flag  and  Pennants, 
uniform  paraphernalia,  and  military  record  forms.  Non-military  items  are  items  that  are 
commonly  used  by  both  the  civilian  and  the  military  and  are  readily  available  in  local 
stores  like  janitorial  supplies  and  office  supplies. 

Our  study  focuses  on  432  line  items,  representing  72%  of  the  total  inventory  sale. 
These  432  line  items  are  procured  from  the  current  navy  dealers;  they  represent  the  items 
currently  available  from  established  sources  and  items  for  which  there  is  cost  data  from 
the  current  year.  The  RSD  is  still  using  the  year  1999  procurement  transactions  as  price 
reference  in  procuring  the  consumable  items  for  the  year  2000.  Furthermore,  these  items 
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are  considered  to  be  non-military  items  and  thus  available  from  commercial  vendors.  The 
remaining  170  line  items  (28%  of  the  total  inventory)  were  disregarded  because  most  of 
these  items  are  military  items.  With  such  a  large  proportion  of  material  supplied,  we 
believe  that  our  sample  of  line  items  and  their  costs  is  a  fair  representation  of  the  RSD 
operation. 

Overall,  we  analyzed  over  307  line  items  (70%)  that  had  accurate  RSD  price  data, 
were  commonly  available  at  local  vendors,  and  were  similarly  equivalent  to  a  RSD  item. 
The  remaining  125  line  items  were  eliminated  because  of  insufficient  RSD  price  data,  or 
because  we  could  not  find  a  matching  similar  item  from  commercial  vendors  (for 
example,  coffee  cup  with  Navy  logo). 

The  initial  database.  Appendix  A,  which  consists  of  each  item’s  stock  number 
(Cl),  nomenclature  (C2),  unit  (C3),  RSD  selling  price  (C4),  annual  demand  data  (C5), 
and  annual  total  sales  per  line  item  (C6)  was  provided  by  the  RSD.  Annual  sales  were 
computed  by  multiplying  the  RSD  unit-selling  price  by  each  item’s  annual  demand  (C6  = 
C4  x  C5).  A  sample  of  this  database  is  shown  in  Figure  2. 
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C5 
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STOCK  NUMBER 
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RSD 

PRICE 

ANNUAL 

DEMAND 

ANNUAL 

SALES 

CLOTHING 

8405-PN -00-531 0 

BDA  W/CAP 

PR 

544.00 

6 

3.264.00 

8440-00-R 10-0335 

BELT,  NYLON  BLK 

EA  | 

50.00 

115 

5,750.00 

8440-PN -00-4873 

BELT,  WAIST  BLK  WEB 

EA 

24.00 

78 

1,872.00 

8420-00-R 10-0127 

BRIEF,  COTTON  WHITE 

EA 

45.00 

135 

6,075.00 

831 5-PN-000-5306 

BUCKLE,  BRASS  W/O  LOGO 

EA 

42.00 

15 

.  630.00 

Figure  2.  RSD  Consumable  Items  Inventory  Sales  for  CY  1999 
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The  second  database,  Appendix  B,  was  developed  from  Appendix  A  and  includes 
the  307  selected  items.  Appendix  B  shows  the  RSD  price  (C4),  RSD  operating  cost  (C5) 
given  as  a  percentage  of  each  peso  of  sales  used  by  the  author  as  “charge  back  scheme 
as  explained  in  Section  D-4  of  this  chapter,  adjusted  RSD  price  (C6),  and  local  vendors 
price  (C7).  Column  C8  is  the  difference  between  the  RSD  and  retail  price,  column  C9  is 
the  difference  between  the  adjusted  RSD  and  retail  price,  column  CIO  is  the  annual 
demand,  column  Cl  1  is  the  excess  cost/savings  to  the  Philippine  Fleet  (PF)  units  if  the 
items  are  procured  from  RSD  vice  local  vendors  (computed  as  Cll  =  [C4  -  C7]  *  CIO), 
and  column  Cl 2  is  the  excess  cost/savings  to  the  government  to  provide  the  items  via 
RSD  vice  using  local  vendors  (computed  as  C12  =  [C6  —  C7]  *  Cll).  Negative  numbers 
for  C8,  C9,  Cll  and  C12  represent  cost  savings  for  RSD  as  compared  to  local  vendors. 
Positive  numbers  represent  excess  cost.  The  results  are  discussed  in  detail  later  in  this 
chapter.  The  sample  of  this  database  is  shown  in  Figure  3. 
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C3 
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C5 

C6 
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C8 

09 

CIO 

Cll 

C12 

STOCK  NJVEER 

N3VBvDAnjRE 

UNT 

RSD 

FRCE 

OfcR 

oosr 

mi  RSD 

FRCE 

N/0CCR 

FRCE 

□FF 

(C4-C7) 

□FF 

(C5C7) 

mm. 

CHVPND 

PFirits 

cost 

GCX/T 

cost 

844OOOR1OO035 

EHJ.NAMELK 

m 

30.00 

ai2 

5&00 

5025 

(625) 

(71573) 

(2&75) 

8M0FN0M873 

BELT,  V\£B  ELK 

24.00 

0.12 

riOQ) 

(Ql^ 

(234.00) 

03E& 

842D00R100127 

ERB^OOTTCN 

EA 

4500 

a  12 

3040 

40.30 

430 

090 

135 

607.50 

1,33530 

Figure  3.  Selected  RSD  Consumable  Line  Items 


C.  RSD  PRICING  METHOD 

The  RSD  pricing  method  is  designed  to  calculate  estimates  of  the  total  cost  to  the 
taxpayer  for  all  the  effort  involved  in  the  procurement  and  distribution  of  a  given  item. 
According  to  LT  Elchico  [Ref.  5],  the  shelf  price  of  the  items  sold  at  the  RSD  is 
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calculated  by  incorporating  all  associated  costs  to  produce  the  item  such  as,  procurement 
mark-up,  storage,  handling,  and  transportation.  The  procurement  mark-up  is 
approximately  10%  to  20%  additional  charge  to  the  procured  supplies  delivered  by  the 
supplier.  This  means  that  if  the  cash  price  of  the  procured  supplies  is  PhPlOO,  000.00,  the 
supplier  can  ask  up  to  PhPllO,  000.00  to  PhP120,  000.00.  This  is  brought  about  by  the 
long  lead-time  it  takes  to  liquidate  the  Procurement  Orders  that  usually  take  about  three 
to  four  months.  This  delay  in  liquidation  obliges  the  suppliers  to  mark-up  the  prices  to 
recover  the  cost  of  money  they  invest.  For  some  transactions,  the  storage,  handling,  and 
transportation  are  associated  costs  that  are  enumerated  as  separate  costs  from  the  cost  of 
the  supplies  itself  but  still  covered  in  a  single  Procurement  Order.  An  example  of  this 
item  is  the  acetylene  (refill)  taken  from  the  nearest  government  authorized  gasoline 
station.  Overall,  20%  to  30%  of  the  procurement  cost  is  added  to  produce  the  shelf  price 
of  each  item  sold  at  the  RSD.  [Ref.  6] 

D.  COST  RELATED  DIRECTLY  AT  RSD 

There  are  numerous  costs  associated  with  the  operation  of  the  RSD  facility.  The 
costs  discussed  below  are  obtained  from  the  interview  with  the  supervisor  of  the  RSD  and 
are  broken  down  into  labor  and  non-labor  costs. 

1.  RSD  Labor  Requirements  and  Costs 

Currently  seventeen  people  are  required  to  operate  an  RSD  (Figure  4):  a 
Commanding  Officer  (CO),  an  Executive  Officer  (XO),  four  Administrative  Personnel, 
five  Inventory  Control  Personnel,  and  six  Storage  Personnel. 

The  CO  assisted  by  the  XO  plans,  coordinates,  and  directs  the  inventory 
management  of  RSD.  He/She  ensures  the  RSD  maintains  records  of  fast-moving  common 
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Figure  4.  RSD  Organization  From  Ref.  [5] 
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supply  requirements  of  PN  units,  in  coordination  with  the  inventory  control  branch.  He  is 
responsible  for  the  supplies  procured  through  72-100  operations.  Additionally,  the  CO 
actively  interfaces  with  RSD  customers  to  determine  the  degree  of  customer  satisfaction 
and  with  store  personnel  to  ensure  conformance  to  established  inventory,  warehousing, 
sales,  and  safety  rules  and  regulations.  The  CO  analyzes  customers’  shopping  lists  and 
submits  requests  for  item  establishment  to  the  NLC  to  enhance  store  effectiveness. 

The  Administrative  personnel  provide  the  administrative,  personnel  management 
services  and  operational  supply  requirement  of  the  depot,  including  the  preparation, 
processing  and  filling  of  all  incoming  and  outgoing  communication  and  correspondence. 
They  operate  the  72-100  inventory  and  computer  system.  Also,  they  coordinate  the 
supply  and  maintenance  requirement  of  the  division. 

The  inventory  control  personnel  conduct  activities  necessary  to  determine  fast- 
moving  supplies  requirement  of  PN  units.  They  manage  the  72-100  revolving  fund  and 
supplies,  control  material  receipts  and  issuances,  and  conduct  timely  ordering  of  supplies. 
They  operate  in  four  sections,  namely:  Receipt  and  Issue  Section,  Customer  Relations 
Section,  Stock  Control  Section,  and  Financial  Section. 

The  major  duty  of  storage  personnel  is  to  inspect,  receive,  store,  safeguard  and 
issue  locally  procured  supplies.  They  maintain  the  systematic  display  of  materials  and  the 
stock  locator  cards;  they  are  responsible  for  cleaning  and  up-keeping  the  storage 
facilities.  They  also  perform  technical  research  to  complete  the  specification  of  items 
carried  under  the  72-100  RF. 
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The  direct  labor  cost  for  the  seventeen  RSD  employees  was  P  2,437,384.08  for 


the  period  of  this  study  [Ref.  6].  This  figure  was  provided  by  the  RSD.  It  includes  all 
monetary  awards  distributed  during  this  time  frame  and  all  employee  additional  benefits. 


The  Labor  Cost  associated  with  RSD  for  the  one-year  period  is  summarized  as 


follows: 


Personnel  Salary 

2  Officers  P  431^536.80 

7  Enlisted  1,140,347.28 

8  Civilian  816,000.00 


Total  Labor  Cost  p  2,437,384.08 


2.  RSD  Non-labor  Requirements  and  Costs 

The  RSD  non-labor  costs  can  be  broken  down  into  the  following  cost  categories: 


utilities,  maintenance,  transportation,  communications,  office  equipment,  and  mission 


support.  The  summary  of  these  requirements  and  costs  is  provided  below: 


Requirements 

Costs 

Utilities 

15^0UD0 

Transportation 

3,000.00 

Maintenance 

5,000.00 

Communication 

2,000.00 

Office  Equipment 

9,700.00 

Mission  Support 

10,000.00 

Total  Non-Labor  Cost 

45,300.00 

3.  Summary  of  RSD  Labor  and  Non-Labor  Costs 

In  order  to  determine  the  total  annual  operating  costs  associated  with  operating 
RSD,  the  Total  Labor  Cost  is  added  to  the  Total  non-Labor  Costs  as  presented  below. 
Expense  Item 


Labor 

Non-labor 


Costs 

2,437^34.08 

45,300.00 


Total  Annual  Operating  Costs 


2,482,684.08 
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4. 


The  “Charge  Back  Scheme” 


The  “charge  back  scheme”  is  defined  and  use  by  the  author  as  a  way  to  recover 
the  operational  cost  associated  with  providing  the  items  to  the  RSD  customers. 

Currently,  the  RSD  does  not  reflect  this  operating  cost  in  its  “shelf-selling”  price. 
It  is  the  RSD  policy  to  charge  the  customer  the  same  unit  price  paid  in  purchasing  the 
item  from  its  source.  However,  in  this  study,  the  researcher  adds  back  into  the  RSD 
selling  price  an  allocation  of  annual  operating  costs  outlined  above,  to  reflect  and 
quantify  the  cost  of  each  item  sold  at  the  RSD.  This  higher  price  incorporating  operating 
costs  is  referred  to  as  the  RSD  adjusted  selling  price.  The  purpose  of  this  scheme  is  to 
have  a  total  unit  cost  figure  in  determining  the  cost/savings  for  the  government  in 
providing  the  consumable  items  via  RSD  or  via  commercial  vendors. 

To  determine  the  RSD  adjusted  price,  the  total  annual  operating  cost  is  divided  by 
the  total  annual  sales.  Figure  5  shows  the  annual  sales  record  from  1996  to  1999.  There  is 
a  similarity  of  sales  value  from  1996  to  1998,  averaging  PhP14.75M,  however,  there  was 
a  large  increase  in  1999.  This  increase  was  caused  by  the  change  in  the  72-100RF 
allocations  for  the  Philippine  Fleet  units,  which  took  effect  in  1999. 


■nnjngmMiQM 

1 
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| 

| 

Figure  5.  CY  1996-99  Annual  Sales  From  Ref.  [6] 
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The  author  used  the  1999  annual  sales  because  this  is  seen  to  best  reflect  future 
sales.  The  annual  operational  cost  is  also  based  on  the  CY  1999  amount.  The  computation 
for  the  RSD  operating  cost  given  as  a  percentage  of  each  peso  of  sales  is: 

Total  Annual  Operating  Cost  =  2,482,684.08  =  12% 

Total  Annual  Sales  20,173,814.40 

This  percentage  of  operating  costs  to  sales  is  used  to  provide  an  estimate  of  the 
Adjusted  RSD  Selling  Price.  In  order  to  obtain  the  Adjusted  RSD  Selling  Price,  the  RSD 
Selling  Price  is  multiplied  by  1.12  (that  is  1.00  +  .12).  The  following  example  is 
provided: 

RSD  Operating  Adjusted  RSD 

Nomenclature  Selling  Price  Adjustment  Cost  Selling  Price 

Masking  Tape  2”  186.00  1.12  208.32 

The  RSD  Selling  Price  is  the  cost  for  the  Philippine  Fleet  (PF)  units  to  obtain  an 
item  at  the  RSD.  The  Adjusted  RSD  Selling  Price  is  the  cost  for  the  government  to 
provide  the  item  to  the  PF  units. 

E.  PRICE  COMPARISON  WITH  OUTSIDE  COMMERCIAL  VENDORS 

At  this  point  in  our  study  a  price  comparison  was  conducted  between  the  307  line 
items  sold  at  RSD  with  similar  items  obtained  from  nearby  commercial  vendors.  It  was 
the  intention  of  the  researcher  to  see  if  the  RSD  customers  could  still  purchase 
consumables  from  commercial  vendors  without  a  reduction  in  fleet  readiness  if  the  RSD 
operations  were  closed  or  eliminated.  The  commercial  vendors  that  were  selected  by  the 
author  were  SM  Mall,  National  Bookstore  and  Ace  Hardware.  These  three  vendors  are 
representative  of  available  commercial  vendor  sources  because  of  their  location, 
selection,  quality,  and  competitive  prices. 
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To  assure  a  fair  comparison,  similar  items  were  compared.  This  resulted  in  an 
extensive  analysis  of  each  item  located  at  the  RSD  through  a  detailed  description  in  the 
given  consumable  items  list.  Once  a  similar  item  was  found  at  one  of  the  commercial 
vendors,  its  retail  price  was  logged  into  the  database. 

A  difference  between  vendors’  price  and  the  RSD  selling  price  would  indicate 
whether  or  not  the  PF  units  would  experience  an  excess  cost  or  a  savings  by  purchasing 
their  consumables  at  local  vendors.  Likewise,  the  difference  between  the  vendors’  price 
and  the  adjusted  RSD  selling  price  would  indicate  whether  or  not  the  government  would 
experience  an  excess  cost  or  a  cost  savings  by  providing  the  consumable  items  via  RSD. 

Appendix  A  provides  a  listing  of  the  material  the  RSD  sold  along  with  unit  price 
and  demand  (January  1999  through  December  1999).  Appendix  B  compares  the  total  cost 
(procurement  and  RSD  operational  cost)  to  the  Philippine  Government  of  the  307  line 
items  to  the  total  cost  of  obtaining  the  same  material  from  commercial  vendors.  These 
appendices  were  used  to  show  the  cost/savings  that  can  be  obtained  if  a  local  vendor  was 
the  primary  supplier  without  RSD. 

F.  RESULTS 

By  comparing  the  RSD  price  and  that  of  the  commercial  vendors’  price,  it  appears 
economically  practical  for  the  PF  units  to  purchase  their  consumable  items  at  the  RSD 
because  this  will  lead  to  a  total  savings  of  PhP538, 904.07  for  the  307  compared  items. 

Total  Cost  from  Commercial  Vendors  (C7  x  CIO):  PhP  15,963,487.17 

Total  Price  Charged  to  PF  units  (C4  x  Cl 0):  -  15,424,583.10 

Cost  Savings  to  PF  units  (Cl  1):  PhP  538,904.07 
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However,  the  study  also  shows  that  the  government  realizes  a  total  excess  cost  of 
PhP  1,3 12, 045 .90  for  providing  the  307  items  compared  to  purchasing  them  from 
commercial  vendors. 

Total  Cost  of  Providing  Items  via  RSD  (C6  x  CIO):  PhP  17,275,533.07 

Total  Cost  of  Obtaining  Items  from 

Commercial  Vendors  (C7  x  CIO):  -  15,963,487.17 

Excess  Cost  incurred  by  the  Government  (C12):  PhP  1,312,045.90 

The  figures  presented  in  the  above  computations  are  taken  from  Appendix  B. 

The  next  chapter  discusses  the  issue  brought  out  by  the  interview  and  the  survey 
results  to  see  if  customers  want  to  continue  using  the  RSD  or  would  rather  use 
commercial  vendors. 
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IV. 


PRESENTATION  AND  ANALYSIS  OF  CUSTOMER  SURVEY 


A.  INTRODUCTION 

The  previous  chapter  discussed  the  analysis  of  costs  of  the  RSD  operation  in 
providing  services  to  the  Philippine  Fleet  units.  This  chapter  discusses  the  qualitative 
analysis  of  knowing  the  value  of  the  RSD  operations  to  its  customers.  The  data  used  by 
the  author  in  this  study  is  the  combination  of  both  interview  and  survey  results. 

B.  INTERVIEW  WITH  AFP  OFFICIALS 
1.  Interviewees 

The  author  conducted  interviews  with  Filipino  military  officers  studying  at  the 
Naval  Postgraduate  School  (NPS)  and  at  the  Defense  Resource  Management  Institute 
(DRMI).  Interviews  were  conducted  with  the  following: 

#  Commander  Elmo  Garrido  Philippine  Navy,  former  Plans  and  Program 
Branch  Chief  of  the  Assistant  Chief  of  Staff  for  Logistics,  Philippine  Navy 

#  Lieutenant  Colonel  Romeo  Poquiz  Philippine  Air  Force,  former  Fiscal 
Management  Division  Chief  of  the  Assistant  Chief  of  Staff  for  Logistics,  Armed 
Forces  of  the  Philippines  (AFP) 

.  Major  Joel  Enrile  Philippine  Army,  the  present  Executive  Officer  of  AFP 
Logistic  Command. 

Likewise,  Lieutenant  Gerlo  Elchico  Philippine  Navy  [Ref.  5]  relayed  to  the 
author  the  personal  comments  of  the  following  persons  on  the  current  RSD  operations. 
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#  Lieutenant  Napoleon  Pascua  Philippine  Navy,  Commanding  Officer  of 

Supply  Material  Unit,  Philippine  Fleet,  and 

•  Mrs.  Concepcion  Amiller,  Depot  Supervisor,  RSD. 

2.  Objectives  and  Methodology  of  the  Interview 

The  primary  objective  of  these  interviews  was  to  have  a  better  understanding  of 
how  the  AFP,  particularly  the  Navy,  provides  consumable  supplies  to  their  corresponding 
military  units.  It  was  also  the  intention  of  these  interviews  to  determine  the  current  Navy 
procurement  rules  and  regulations,  especially  that  of  the  72-100  RF,  and  how  these  rules 
and  regulations  affect  the  Navy  depot  operation. 

The  interviewees  are  all  AFP  officials  who  have  had  experience  in  the 
procurement  process,  policy  formulation  of  72-100  RF,  logistics  and  budget 
management.  Their  comments  reflect  the  current  views  of  the  procurement  policies  of  the 
AFP  in  general  and  of  the  Navy  in  particular.  Therefore,  their  comments  provide  a  basis 
to  define  further  issues  associated  with  the  operation  of  a  supply  depot. 

A  personal  discussion  with  the  interviewees  was  the  method  used  in  gathering 
information  for  this  study.  This  was  also  followed  up  by  a  series  of  telephone 
conversations.  The  researcher  asked  the  officials  the  following  questions  while  noting 
their  comments: 

•  What  are  the  rules  and  regulations  in  the  AFP  particularly  the  Navy 

procurement  process? 

#  How  responsive  is  the  current  procurement  process? 
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•  How  does  this  process  affect  the  operation  of  Navy  depot  in  providing 
consumable  items  to  the  units? 

•  What  recommendation  is  necessary  to  solve  this  problem? 

3.  Summary  of  Comments 

The  comments  of  the  interviewees  are  summarized  below: 

•  The  rules  and  regulations  pertaining  to  the  procurement  process  are  similar 
throughout  the  entire  AFP.  These  rules  and  regulations  require  further  evaluation 
in  order  to  be  responsive  to  the  changing  business  demand.  The  most  common 
problem  that  should  be  given  consideration  is  the  mode  of  paying  suppliers.  The 
objective  is  to  improve  AFP  promptness  of  payment  to  the  suppliers  in  order  to 
encourage  more  participants  in  the  procurement  bidding,  thus  increasing 
competition.  Without  competition,  the  AFP  may  lose  the  ability  to  obtain  quality 
products  or  services  at  a  fair  and  reasonable  price. 

•  There  is  a  need  to  further  evaluate  the  role  of  supply  depots  in  providing 
services  to  the  AFP/Navy  units.  An  attempt  to  study  the  use  of  commercial 
vendors,  as  an  alternative  source  for  consumable  items  should  be  conducted  in 
order  to  maximize  utilization  of  these  vendors’  presence  in  almost  every  part  of 
the  country.  In  other  words,  a  study  should  be  conducted  for  probable 
outsourcing  of  AFP  supplies  and  services. 

•  There  is  a  need  to  improve  supply  depot  operations  in  terms  of  supply 
distribution,  quality  and  availability  of  items  on  the  shelf,  and  the  utility  of  72-100 
RF. 
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The  above  comments  led  the  researcher  to  study  the  policies  and  guidelines 
pertaining  to  the  procurement  process  as  presented  in  Chapter  II.  It  also  shows  the 
willingness  of  the  officials  to  look  for  a  better  way  of  improving  the  system  of  providing 
supplies  to  the  units. 

To  further  validate  the  comments  made  by  these  officials,  the  researcher 
conducted  a  customer  survey  of  the  depot  under  study,  which  is  the  RSD,  NLC.  The  next 
section  will  discuss  this  process. 

C.  SURVEY  DISTRIBUTION 

An  additional  dimension  of  this  thesis  was  obtained  from  a  survey  completed  by 
RSD  customers.  There  are  seventy-eight  (78)  units  under  Philippine  Fleet  who  are 
required  to  procure  consumable  items  at  RSD  by  using  their  allocated  72-100  RF.  We 
identified  forty-five  different  units  (customers)  from  the  RSD  “log-in”  sheet  dated 
December  1999  and  asked  these  customers  to  complete  the  survey.  The  remaining  thirty- 
three  (33)  units  not  included  in  the  list  were  those  units,  which  were  deployed  outside 
Cavite-Manila  area.  Out  of  forty-five  customers,  forty-one  completed  the  survey  (a 
response  rate  of  ninety-one  percent)  and  they  represent  approximately  fifty-four  percent 
of  all  the  units  that  RSD  supports.  These  41  respondents  represent  more  than  half  of  the 
total  RSD  customer  base  upon  which  we  can  draw  conclusions.  The  customers  involved 
in  the  survey  are  listed  in  Table  1 . 

Table  1 

RSD  Survey  Respondents 

HQS  Fleet  Support  Force  (FSF) 

HQS  Patrol  Force  (PatFor) 

HQS  Service  Force  (ServFor) 

HQS  Assault  Craft  Force  (ACF) 

HQS  Naval  Air  Group  (NAG) 
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HQS  Special  Warfare  Group  (SWG) 
BRP  Rajah  Humabon  (PF  1 1) 
BRP  Miguel  Malvar  (PS  19) 
BRP  Magat  Salamat  (PS  20) 
BRP  Sultan  Kudarat  (PS  22) 
BRP  Datu  Marikudo  (PS  23) 
BRP  Cebu  (PS  28) 

BRP  Negros  Occidental  (PS  29) 
BRP  Pangasinan  (PS  31) 

BRP  Iloilo  (PS  32) 

BRP  Quezon  (PS  70) 

BRP  Rizal  (PS  74) 

BRP  Emilio  Jacinto  (PS  35) 
BRP  Apolinario  Mabini  (PS  36) 
BRP  Artemio  Ricarte  (PS  37) 
BRP  Zamboanga  Del  Sur  (LT  86) 
BRP  South  Cotabato  (LT  87) 
BRP  Lanao  del  Norte  (LT  504) 
BRP  Kalinga-  Apayao  (LT  516) 
BRP  Bacolod  City  (LC  550) 
BRP  Dagupan  City  (LC  551) 
BRP  Ang  Pangulo  (AT  25) 

BRP  Lake  Bulusan  (AW33) 
BRP  Lake  Paoay  (AW34) 

BRP  Lake  Taal  (AF  72) 

BRP  Lake  Buhi  (AF  78) 

BRP  Mactan  (AC  90) 

BRP  Yakal  (AD  617) 

BRP  Bagong  Silang  (PG  104) 
BRP  Heracleo  Alano  (PG  376) 
BRP  Rafael  Pargas  (PG  379) 
BRP  Nestor  Reinoso  (PG  380) 
BRP  Federico  Martir  (PG  385) 
BRP  Manuel  Gomez  (PG  388) 
BRP  Condrado  Yap  (PG  840) 
BRP  Jose  Artiaga  (PG  844) 


The  current  supply  officers  completed  eighty-two  percent  of  the  collected  RSD 
surveys,  while  individuals  formerly  assigned  as  supply  officer  of  their  respective  units 
completed  the  remaining  eighteen  percent. 
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D.  SURVEY  OBJECTIVE  AND  DESIGN 


The  significance  of  this  survey  to  the  study  is  based  on  the  assumption  that  the 
experience  of  these  supply  officers  transacting  business  with  the  RSD  reflects  enough 
information  on  the  existing  issues  regarding  the  services  provided  by  the  RSD.  Therefore, 
the  objective  of  the  survey  was  to  determine  and  evaluate  the  effects  of  the  current  RSD 
operations  on  the  RSD  customers  and  to  Fleet  readiness. 

The  survey  questionnaire  (see  Appendix  C)  was  divided  into  three  areas  of 
concern,  namely,  customer  experience  (Questions  1-6),  customer  satisfaction  (Questions 
7-10),  and  customer  evaluation  of  RSD  and  commercial  vendors  services  (Questions  11- 
14).  The  questionnaire  was  designed  to  further  illuminate  the  issues  about  outsourcing 
and  depot  responsiveness  raised  in  the  earlier  interview,  but  this  time  responses  were 
sought  from  the  RSD  customers. 

E.  SURVEY  RESPONSE  DATA 

The  survey  questions  and  associated  response  data  are  presented  on  the  following 

pages. 

QUESTIONS  ONE  AND  TWO: 

The  first  and  second  survey  questions  were  designed  to  provide  background 
information  on  the  respondent.  It  could  be  argued  that  an  organization  that  uses  RSD 
would  have  a  better  understanding  of  its  purpose  and  operation  than  one  who  doesn’t  use 
RSD  at  all  or  very  infrequently.  More  would  be  at  stake  for  organizations  that  frequently 
use  RSD  if  RSD  was  to  be  eliminated,  and  therefore  their  informed  responses  were  more 
relevant  to  this  study. 
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Have  you  performed  tasks/duties  as  supply  officer? 

Do  you  have  any  experience  transacting  business  with  RSD,  NLC  during 
your  supply  officer  billet? 

All  the  forty-one  collected  survey  questionnaires  were  answered  by  previous  and 
current  supply  officers  who  had  have  experience  transacting  business  with  the  RSD. 
QUESTION  THREE: 

The  third  survey  question  was  designed  to  determine  how  frequently  the 

customers  are  using  the  RSD. 

How  often  does  your  unit  use  RSD? 

SURVEY  RESPONSES  FOR  QUESTION  THREE  WERE: 


0  visits  quarterly 

0% 

1-3  visits  quarterly 

15% 

4-6  visits  quarterly 

25% 

Greater  than  6  visits  quarterly 

60% 

The  majority  of  respondents  (60%)  indicated  that  they  visit  RSD  more  than  six 
times  per  quarter.  Only  (15%)  indicated  they  visit  RSD  one  to  three  times  a  quarter,  this 
is  because  of  the  nature  of  the  units’  deployment.  Since  such  a  high  number  of  the 
respondents  frequently  use  RSD,  the  responses  would  seem  to  reflect  knowledgeable  and 
serious  customers.  It  is  also  noted  that  most  customers  increased  their  visits  to  the  RSD 
during  the  last  quarter  of  the  year  to  consume  all  of  their  72-100  RF  allocations. 

QUESTION  FOUR: 

The  second  survey  question  identified  the  types  of  items  the  customer  was 
looking  for  at  a  RSD. 
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What  are  the  most  common  items  your  unit  purchases  from  RSD? 
SURVEY  RESPONSES  FOR  QUESTION  FOUR  WERE: 


Tools/Electrical  85% 

Office  Supplies  95% 

Janitorial  Supplies  80% 

Clothing  12% 

Athletics  Supplies  7% 

Messing  Supplies  25% 

Others  (vehicular)  25% 


Almost  all  of  the  respondents  (95%)  stated  they  purchased  office  supplies.  Eighty- 
five  percent  and  eighty  percent  of  the  respondents  purchased  tools/electrical  and  janitorial 
supplies  respectively.  This  indicates  that  the  customers  use  RSD  mainly  to  satisfy  their 
demand  requirements  for  office,  tools/electrical  and  janitorial  supplies. 

QUESTION  FIVE: 

One  of  the  main  benefits  that  RSD  wants  to  provide  its  customers  is  a  convenient 
location,  one  that  is  readily  accessible  to  its  customers.  If  it  is  not  meeting  this  objective, 
it  is  failing  to  provide  a  benefit  that  is  of  major  importance  to  the  customers. 

How  accessible  is  the  RSD  outlet  to  your  unit? 

SURVEY  RESPONSES  FOR  QUESTION  FIVE  WERE: 


Less  than  1  Kilometer  65% 

1-3  Kilometers  30% 

3-5  Kilometers  0% 

Greater  than  5  Kilometers  5% 


Sixty-five  percent  of  the  respondents  indicated  that  RSD  is  within  one  kilometer 
from  their  unit.  Thirty  percent  of  the  respondents  indicated  that  RSD  is  within  one  to 
three  kilometers  from  their  unit.  Thus,  the  location  should  be  convenient  for  the 
customer.  The  survey  indicates  that  five  percent  of  the  respondents  are  traveling  in  excess 
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of  five  kilometers  to  shop  at  RSD.  This  is  primarily  due  to  the  fact  that  the  two  ships  are 
permanently  stationed  outside  the  Cavite  area  but  still  within  the  Manila  area  and 
required  to  use  RSD. 

QUESTION  SIX: 

The  purpose  of  question  six  was  to  indicate  how  often  the  respondents  are 
purchasing  items  that  do  not  meet  all  of  their  needs  because  the  RSD  selection  is 
inadequate.  All  too  often  customers  will  settle  on  an  item,  not  because  it  satisfies  their 
needs,  but  because  it  is  simply  the  only  item  available  for  purchase.  An  example  of  this  is 
when  a  customer  requires  a  paintbrush  of  size  4  inches  and  only  3-inch  brushes  are 
available  at  the  RSD.  Depending  on  the  requirements  of  the  customer,  (e.g.,  perhaps  their 
ship  deploys  within  a  day)  the  customer  will  inevitably  settle  for  the  size  3  inch 
paintbrush  because  there  is  not  enough  time  to  purchase  the  paintbrush  they  want. 

Do  you  find  yourself  purchasing  material  that  is  not  meeting  100%  of  your 
expectations  due  to  RSD  selection? 

SURVEY  RESPONSES  FOR  QUESTION  SIX  WERE: 


Always 

9% 

Often 

27% 

Occasionally 

46% 

Seldom 

18% 

Never 

0% 

The  percentage  of  “Never”  responses  (0%)  indicates  that  inadequacy  of  items  on 
the  shelf  is  taking  place  at  RSD.  The  inadequate  RSD  selection,  whether  not  on  the  shelf 
or  not  carried,  causes  the  customers  to  purchase  items  that  do  not  fulfill  their  needs, 
which  lowers  customer  service  levels. 
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QUESTION  SEVEN: 


The  seventh  survey  question  simply  asked  if  the  customer  was  satisfied  with  the 
RSD  operation.  More  specifically,  the  respondents  indicated  whether  or  not  they  were 
able  to  locate  the  items  they  want  to  purchase  at  RSD. 

Are  you  satisfied  with  the  items  availability  rate  at  RSD? 

SURVEY  RESPONSES  FOR  QUESTION  SEVEN  WERE: 

Yes  14% 

No  86% 

The  high  number  of  “no”  responses  (86%)  indicates  that  the  customers  are  not 
able  to  satisfy  their  requirements  at  RSD  because  they  can’t  find  the  item  on  the  shelf.  If 
this  is  the  case,  the  customer  either  buys  a  substitute  item  or  returns  to  their  unit  without 
the  material.  If  the  customer  still  requires  the  item,  they  must  submit  a  purchase 
requisition  to  Philippine  Fleet  Procurement  Office  for  processing. 

QUESTION  EIGHT: 

This  survey  question  asked  how  the  customer  felt  about  the  quality  levels  at  RSD. 
Responses  indicate  the  perceptions  of  the  customers  and  whether  or  not  they  believe  they 
are  receiving  the  best  available  quality  and  the  lowest  price. 

Does  RSD  provide  the  best  available  quality  at  the  lowest  price? 

SURVEY  RESPONSES  FOR  QUESTION  FIVE  WERE; 


Yes 

50% 

No 

41% 

Can’t  determine 

9% 

The  majority  of  the  respondents  (50%)  favorably  indicate  that  RSD  does  provide 
the  best  available  quality  at  the  lowest  price.  Their  comments  on  the  survey  indicate  that 
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the  items  available  at  RSD  were  cheaper  than  at  commercial  vendors,  and  they  attribute 
this  to  the  government’s  ability  to  purchase  in  large  quantities  at  discounted  prices.  Forty- 
one  percent  of  the  respondents  indicate  that  either  higher  quality  or  lower  prices  could  be 
found  in  the  local  area  (e.g.,  SM  Mall,  National  Bookstore,  etc.).  Of  the  forty-one 
percent,  the  majority  of  the  respondent’s  comments  indicate  that  the  commercial  vendors 
offer  lower  prices  and  brand  name  quality  items. 

QUESTION  NINE; 


The  ninth  survey  question  was  designed  to  determine  what  benefits  the  customers 


perceive  they  are  gaining  by  using  a  RSD.  All  41  respondents  answered  this  question  and 
many  of  them  provided  more  than  one  comment. 


What  benefits  do  you  gain  from  using  RSD? 

SURVEY  RESPONSES  FOR  QUESTION  NINE  ARE  LISTED  IN  TABLE  2; 


Number  of 
Responses 
32 
6 
7 
2 
10 
1 
2 
2 


Table  2 

RSD  Customer  Benefits 


Benefits 

Accessibility  and  convenience  of  RSD 

Less  paper  work  than  with  “Over-the-Counter”  Purchases 

No  benefits  identified 

Cheaper  prices 

Customers  are  familiar  with  the  RSD  process 
Variety  of  items 

Short  waiting  time  to  acquire  items  on  order 
Customer  service 


Seventy-eight  percent  of  the  respondents  agree  that  the  main  benefit  of  RSD  is  its 
accessibility.  This  survey  question  also  found  that  seventeen  percent  of  the  respondents 
did  not  perceive  any  benefits  associated  with  RSD. 
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QUESTION  TEN: 


Survey  question  ten  provided  the  researcher  with  the  customer  perceived  benefits 
gained  by  using  local  vendors.  SM  Mall  is  used  to  give  the  respondent  an  example  of  the 
warehouse  available  to  them. 

What  benefit(s)  could  you  gain  by  using  a  local  vendor  as  to  compare  with 

RSD? 


SURVEY  RESPONSES  FOR  QUESTION  TEN  ARE  LISTED  IN  TABLE  3: 


Number  of 
Responses 
14 
12 
10 
8 
6 
4 
4 
2 
10 


Table  3 

Local  Vendor  Customer  Benefits 


Benefits 

Accessibility  and  convenience 
Better  quality  than  RSD 
Cheaper  prices  than  RSD 
Better  selection  than  RSD 
Variety  of  items 

Short  waiting  time  to  acquire  items 
Customer  service  is  better  at  local  vendors 
No  benefits  identified 
Item  availability  is  greater 


Seventy-three  percent  of  the  customers  identified  they  would  receive  better 
selection,  quality,  and  availability  by  using  local  vendors  such  as  SM  Mall.  Thirty-four 
percent  of  the  respondents  perceived  accessibility  and  convenience  could  be  gained  by 
using  local  vendors.  Twenty-four  percent  of  the  respondents  perceived  the  local  vendors 
to  have  cheaper  prices  than  RSD.  However,  five  percent  failed  to  identify  any  benefits  in 
using  local  vendors. 

QUESTION  ELEVEN: 

The  purpose  of  survey  question  eleven  was  to  determine  the  willingness  of  the 
respondents  to  seek  other  sources  for  their  consumable  requirements.  The  question 
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identifies  a  trade-off  between  the  attractiveness  of  a  lower  price  item  versus  the  lost 
benefit  associated  with  the  RSD  operation.  These  benefits  were  already  identified  and 
outlined  in  the  previous  question. 

Are  you  willing  to  forego  the  benefits)  if  you  can  get  the  same  item  at  a  lower 
price  at  a  local  commercial  vendor? 

SURVEY  RESPONSES  FOR  QUESTION  ELEVEN  WERE: 

Yes  85% 

No  15% 

The  high  number  of  positive  responses  (85%)  indicates  there  is  a  willingness  to 
use  local  commercial  vendors.  The  responses  also  indicate  the  importance  the 
respondents  place  on  lower  price  vice  the  benefits  of  the  RSD  operation. 

QUESTION  TWELVE: 

Survey  question  twelve  was  similar  to  the  previous  question  in  that  it  determined 
the  willingness  of  the  respondents  to  use  local  commercial  vendors  for  their  consumable 
needs.  This  question  tried  to  determine  if  the  customer  would  still  be  willing  to  forego  the 
RSD  benefits  and  utilize  commercial  vendors,  even  if  there  was  no  price  advantage  at 
RSD. 

Are  you  willing  to  forego  the  benefit(s)  if  you  can  get  the  same  item  at  the 
same  price  at  a  local  commercial  vendor? 

SURVEY  RESPONSES  FOR  QUESTION  TWELVE  WERE: 

Yes  45% 

No  55% 

Based  on  the  “yes”  answer  in  question  number  eleven,  47%  of  the  respondents 
who  answered  “yes”  to  question  eleven  changed  their  answer  to  “no”  for  question 
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number  twelve,  which  reflects  the  importance  the  respondents  place  on  price  and  how  it 
relates  to  RSD  benefits.  The  47%  of  the  respondents  clearly  are  not  willing  to  purchase 
same  price  items  from  commercial  vendors  and  lose  the  RSD  benefits  they  have  been 
accustomed  to  receiving.  On  the  other  hand,  forty-five  percent  of  the  respondents 
perceived  the  benefits  of  a  commercial  vendor  outweigh  the  benefits  of  RSD  when  the 
same  item  at  the  same  price  is  being  compared. 

QUESTION  THIRTEEN: 

The  response  to  survey  question  thirteen  was  used  to  determine  if  the 
organizations  who  use  the  RSD  can  still  satisfy  their  mission  and  readiness  with  the  use 
of  local  vendors. 

If  the  RSD  was  eliminated  in  your  area,  could  you  still  carry  out  your 
mission  with  the  use  of  local  vendors? 

SURVEY  RESPONSES  FOR  QUESTION  THIRTEEN  WERE: 

Yes  98% 

No  2% 

The  majority  of  responses  (98%)  indicate  that  if  RSD  was  to  be  eliminated,  the 
customer  could  still  function  and  conduct  business  as  usual  with  the  use  of  local  vendors. 
The  commercial  vendors  can  provide  all  essential  items  necessary  for  the  organizations  to 
carry  out  their  mission.  Those  items  that  are  military  specific  (e.g.,  AFP  Service  Record 
Form,  etc.)  could  still  be  purchased  through  the  normal  requisition  process. 

QUESTION  FOURTEEN: 

Survey  question  fourteen  allowed  the  respondents  to  provide  their  own 
recommendation  and  suggestions  to  improve  the  RSD  operation.  Approximately  ninety- 
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four  percent  of  the  respondents  answered  this  question  and  provided  more  than  one 
suggestion. 

What  suggestion  can  you  offer  to  improve  the  RSD  operation? 

SURVEY  RESPONSES  FOR  QUESTION  FOURTEEN  ARE  LISTED  IN  TABLE  4: 

Table  4 

Customer  Recommendations 

Suggested  Improvements 
No  improvements  identified 
Increase  material  on  the  shelf  (depth) 

Larger  selection  (range) 

Better  quality 
Increase  manpower 

Make  customer  satisfaction  a  higher  priority 
Get  organized 


Number  of 
Responses 
16 
11 
8 

10 

4 

4 

4 


Twenty-seven  percent,  20%,  and  24%  of  the  respondents  would  like  improve 
depth,  range,  and  quality,  respectively,  at  RSD.  Yet,  thirty-nine  percent  of  the 
respondents  did  not  suggest  any  improvements  to  the  RSD  operation.  This  could  be 
attributed  to  the  respondents’  unwillingness  to  take  the  time  to  answer  the  question  or 
they  are  satisfied  with  the  RSD  operation. 

F.  SUMMATION  OF  THE  SURVEY  RESULTS 
In  summary,  the  findings  are: 

•  86%  of  all  the  respondents  are  not  satisfied  with  the  item  availability  rate 

of  the  RSD.  The  customers  have  indicated  that  they  cannot  find  the  required  item 
on  the  shelf.  This  reduces  the  organization’s  effectiveness  and  increases  their 
labor  time  requirements  to  purchase  these  needed  items. 
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•  82%  of  the  respondents  always,  often,  or  occasionally  purchase  items  from 
the  RSD  that  do  not  meet  their  requirements  because  the  actual  item  they  need  is 
not  on  the  shelf  or  not  carried  at  the  RSD. 

•  78%  of  the  respondents  identified  that  one  benefit  of  RSD  is  the 
accessibility  of  the  facility  to  their  organization.  However,  85%  of  the 
respondents  would  forego  this  and  other  benefits  if  they  could  purchase  the  same 
item  at  a  lower  price  at  a  local  vendor.  However,  a  small  majority  (55%)  would  be 
unwilling  to  sacrifice  the  benefits  provided  by  RSD  if  the  prices  offered  by  RSD 
and  commercial  vendors  were  the  same. 

•  98%  of  all  respondents  stated  that  the  local  vendors  could  provide  their 
entire  consumable  item  needs  in  a  way  that  fleet  readiness  and  mission 
requirements  would  not  suffer. 

From  the  survey  results  we  conclude  that  the  RSD  customers  are  not  satisfied 
with  the  current  RSD  operation  at  Naval  Logistic  Center.  There  is  a  willingness  of  the 
respondents  to  forego  the  RSD  benefits  and  use  commercial  vendors  for  their  consumable 
needs  provided  that  the  items  are  cheaper  than  the  RSD  price. 

Furthermore,  the  major  comment  in  question  fourteen  reinforced  the  claim  of  the 
AFP  officials  for  the  need  to  improve  supply  depot  operations  in  terms  of  supply 
distribution,  quality  and  availability  of  items  on  the  shelf. 

The  next  chapter  will  present  the  main  conclusions  derived  from  the  analyses 
performed  in  the  previous  chapters.  It  will  also  provide  some  recommendations  regarding 
the  effective  management  of  the  RSD  and  the  effective  way  to  acquire  consumable  items 
for  the  Philippine  Fleet  units. 
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V.  SUMMARY,  ASSUMPTIONS,  CONCLUSIONS,  AND 
RECOMMENDATIONS 


In  this  chapter  the  researcher  responds  to  the  primary  research  question,  “What  is 
the  most  cost-effective  method  of  delivering  the  services  currently  provided  by  the  Ready 
Supply  Depot  at  the  Philippine  Fleet?”.  It  is  based  on  the  data  analysis  and  responses  to 
the  interview  and  RSD  customer  survey  in  the  previous  chapters.  The  subsidiary 
questions  identified  in  Chapter  I  are  also  addressed  in  this  chapter. 

A.  SUMMARY 

Chapter  I  provided  the  necessary  background  information  on  the  ever-changing 
political  environment  with  the  focus  on  more  stringent  fiscal  constraint  on  DND  as  well 
as  the  Philippine  Navy.  Chapter  I  also  provided  the  focus  of  the  research,  scope,  and 
organization  for  this  thesis. 

Chapter  II  explained  the  difference  between  the  consumables,  repairable  items, 
and  repair  parts.  It  also  identified  the  mission,  requirements,  and  benefits  of  a  RSD 
operation. 

Chapter  HI  provided  the  database  formulation  and  methodology  for  this  study. 
More  specifically,  this  data  represented  the  initial  purchase  price  of  the  consumable  item 
and  all  labor  and  non-labor  costs  of  the  RSD  operation.  Additionally  Chapter  HI  provided 
a  comparison  of  the  total  price  of  307  highest  selling  items  inventoried  at  the  RSD  to 
similar  items  sold  by  commercial  vendors  in  the  Cavite-Manila  area. 
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B.  ASSUMPTIONS 


In  order  to  arrive  at  our  conclusion,  we  have  to  present  the  following  assumptions: 

•  That  the  Adjusted  RSD  Price  used  in  Chapter  III  reflects  total  cost  of 
providing  sample  items  via  RSD. 

•  That  the  relationship  between  Adjusted  RSD  Price  and  Vendor  Price  is 
similar  for  non-sample  items. 

•  That  all  identified  costs  (RSD  price  plus  operating  costs)  will  be  saved  if 
RSD  is  closed. 

•  That  no  new  costs  would  be  incurred  to  provide  the  military  items 
currently  available  at  RSD  through  some  other  procurement  system. 

C.  CONCLUSIONS 

Considering  the  assumptions  stated  above,  our  research  indicates  that  the  Navy 
could  save  government  funds  by  eliminating  the  RSD.  We  believe  that  this  could  be 
accomplished  while  still  providing  the  current  level  of  support  to  RSD  customers.  This  is 
also  supported  by  the  overwhelming  response  of  98%  of  the  RSD  customers  in  survey 
question  number  thirteen.  By  eliminating  the  RSD,  the  navy  could  save  an  annual 
operating  cost  of  PhP2,482,684.08.  The  Fleet  units  will  incur  an  increase  cost  of 
PhP704, 449.75  if  the  consumable  items  are  procured  from  commercial  vendors. 
Therefore,  closing  the  RSD  will  annually  save  the  government  PhPl,778, 234.33.  The 
figures  are  computed  using  the  following  steps: 
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1 .  Estimate  the  proportion  of  all  RSD  sales  represented  by  the  307  line  items 
analyzed  in  the  sample. 

%  of  sale  for  =  Sales  for  307  line  items  =  15,424,583.10  =  76.5% 

307  line  items  Total  sales  for  CY  1999  20,173,814.40 

2.  Estimate  the  excess  cost  to  Fleet  units  of  procuring  items  from  commercial 
vendors  vice  RSD.  This  is  done  by  projecting  the  excess  cost  found  in  the  sample 
to  the  full  set  of  602  line  items  procured  via  RSD. 

Annual  increase  in  =  538,904.07  x  100  =  704,449.75 

items  cost  to  units  76.5 

3.  Compare  the  operating  cost  savings  from  closing  the  RSD  to  the  increased 
cost  to  the  Fleet  of  procuring  from  commercial  vendors. 

RSD  annual  operating  cost  =  2,482,684.08 

Government  Annual  Savings 

=  RSD  annual  operating  -  annual  increase  in  items 
cost  savings  cost  to  units 

=  2,482,684.08-704,449.75  =  PhPl, 778, 234.33 
We  also  found  that  prices  at  local  vendors  for  comparable  items  were  higher,  in 
general,  for  the  sample  of  307  line  items  sold  by  the  RSD.  Our  data  shows  that  the 
customers  would  pay  a  higher  price  of  PhP538,904.07  annually  to  purchase  the  307 
highest  selling  items  at  commercial  vendors  vice  at  the  RSD.  This  is  a  significant  finding. 
We  had  originally  thought  that  RSD  items  would  be  more  expensive  than  commercially 
purchased  items.  However,  in  order  to  quantify  the  operational  cost  of  the  RSD,  the 
researcher  uses  the  “charge  back  scheme”  to  come  up  with  the  adjusted  RSD  price.  Using 
this  method  we  found  that  the  government  will  incur  an  additional  cost  of 
PhP 1,3 12, 045 .90  in  providing  the  307  line  items  via  RSD  than  it  would  by  having  the 
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said  items  purchased  from  commercial  vendors.  Extrapolating  to  all  602  line  items 
carried  by  RSD,  we  conclude  that  the  government  can  save  PhP  1,778, 234.33  even  after 
allowing  for  the  higher  cost  of  purchasing  supplies  from  the  local  vendors. 

In  Chapter  II,  we  discussed  funding  for  the  procurement  of  supplies.  We  found 
that  the  authorized  72-100  RF  allocation  of  PhP20M  for  the  navy  was  set  back  in  1976. 
This  amount  is  no  longer  reasonable  to  sustain  the  current  consumable  supplies  needed 
by  the  units,  as  demand  and  price  of  items  has  increased  while  the  value  of  money  has 
depreciated  (In  1976,  $1  =  PhP7  while  in  1999,  SI  =  PhP43).  We  also  discussed  how  the 
release  of  funds  of  the  units  depends  solely  on  the  release  of  allotment  advice,  which  is 
usually  delayed.  Since  this  occurs  currently  in  the  procurement  process,  the  procurement 
of  necessary  supplies  is  affected,  as  indicated  by  poor  range  and  depth  of  stock  in  the 
RSD.  Until  these  things  are  acted  upon,  the  RSD  cannot  satisfy  the  requirements  of  the 
units. 

To  further  support  the  conclusion,  we  have  determined  how  customers  feel  about 
the  RSD  operation.  Our  customer  survey  showed  that  RSD  customers  wanted  the 
selection,  quality,  and  availability  that  the  local  vendors  offered  and  RSD  did  not.  More 
specifically,  eighty-six  percent  were  not  satisfied  with  item  availability  at  the  RSD. 
Eighty-five  percent  were  willing  to  forego  the  RSD  benefits,  which  are  mainly  location 
and  reduction  of  paperwork  associated  with  purchasing  material,  and  use  the  commercial 
vendors  for  their  consumable  needs,  if  the  items  are  found  to  be  cheaper  outside  RSD. 

The  survey  also  showed  that  a  small  majority  (55%)  of  customers  are  not  willing 
to  forego  the  benefits  of  the  RSD  if  the  price  of  the  items  is  the  same  compared  to 
commercial  vendors.  Twenty-four  percent  of  the  customers  perceived  that  local  vendors 


50 


price  is  cheaper  than  the  RSD.  But  the  computation  found  in  Chapter  m,  showed  that 
RSD  price  for  the  comparable  307  line  items  is  cheaper  than  local  vendors.  From  these 
observations  we  can  conclude  that  customers  are  giving  importance  to  the  price 
difference  between  the  two  sources.  The  customers  would  want  to  see  RSD  stay  open 
provided  that  the  RSD  prices  are  as  cheap  as  local  vendors.  However,  based  on  the 
statement  given  by  LT  Elchico  [Ref.  5],  the  possible  explanation  of  the  concern  of 
customers  for  price  could  be  attributed  to  the  intention  of  the  units  to  maximize  full 
utilization  of  their  fond  allocation.  If  the  savings  incurred  by  the  government  in 
eliminating  RSD  will  be  reallocated  to  each  fleet  unit,  the  benefits  for  the  customers  of 
availing  local  vendors  will  be  realized. 

Moreover,  the  author  also  agreed  with  the  observations  of  the  AFP  officials 
interviewed  in  the  course  of  conducting  this  research.  This  issue  regards  the  possible 
benefit  of  outsourcing  AFP  product  and  services  in  order  to  reduce  the  burden  of  the 
government  of  financing  too  many  depots. 

D.  RECOMMENDATIONS 

Base  on  the  research,  it  is  our  recommendation  that  RSD  be  eliminated  and  that 
the  customers  be  allowed  to  use  commercial  vendors  for  their  non-military  consumable 
item  needs.  We  also  recommend  that  the  Navy  ask  the  government  to  increase  the  fond 
allocation  for  the  Fleet  units  by  reallocating  to  them  a  part  of  the  savings  incurred  in 
eliminating  the  RSD.  In  this  sense,  the  units  can  be  compensated  for  the  additional  cost 
incurred  in  availing  local  vendors  and  at  the  same  time  enjoy  the  benefits  as  enumerated 
earlier  in  the  survey  results. 
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Additionally,  we  suggest  that  an  even  greater  savings  may  be  obtained  if  the 
customers  compared  prices  between  other  local  vendors  in  addition  to  the  ones  contacted 
in  this  research.  We  feel  customers  could  use  this  competition  between  commercial 
vendors  to  their  advantage  and  save  on  their  consumable  expenditures.  Fleet  readiness 
would  also  improve  due  to  the  ability  of  local  vendors  to  provide  the  selection,  quality, 
and  availability  that  the  RSD  customers  demand  yet  RSD  does  not  provide. 

Furthermore,  we  recommended  to  the  Navy,  particularly  NLC,  to  review  the 
existing  logistic  policy.  This  will  help  the  navy  change  policies  that  fit  the  past 
environment  when  there  were  limited  commercial  vendors,  but  which  are  no  longer 
beneficial  in  the  present  environment.  We  also  recommend  that  the  navy  explore  the 
benefits  of  employing  commercial  practices  in  the  naval  logistics.  Among  other  things  is 
the  possibility  of  outsourcing  or  availing  commercial  vendors  to  provide  non-military 
consumable  needs  of  the  Navy.  A  process  for  doing  this  is  described  in  OMB 
Circular  A-76  of  the  United  States  Office  of  Management  and  Budget  as  summarized  in 
Appendix  D. 

Finally,  if  RSD  is  not  to  be  eliminated  for  reasons  beyond  the  scope  of  this  study, 
we  recommend  that  the  RSD  improve  its  operation  by  offering  the  selection,  availability, 
quality,  and  price  their  customers  desire.  One  possible  recommended  solution  is  the 
implementation  of  the  AFP  Comptroller  Letter  88-8  dated  October  04,  1988,  that  will 
increase  availability  of  ready  cash  to  be  used  by  the  RSD,  as  explained  in  Chapter  II. 

The  main  focus  of  this  study  was  the  Navy  RSD  and  its  conclusions  are  not 
intended  to  be  applied  to  other  AFP  RSD.  However,  further  research  is  recommended  to 
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see  if  the  Philippine  Government,  particularly  the  AFP,  can  benefit  from  applying  similar 
analysis  to  other  AFP  RSD. 
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APPENDIX  A:  RSD  CONSUMABLE  ITEMS  INVENTORY 

SALES  FOR  CY 1999 


55 


THIS  PAGE  INTENTIONALLY  LEFT  BLANK 


56 


APPENDIX  A:  RSD  CONSUMABLE  ITEMS  INVENTORY  SALES  FOR  CY 1 999 
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8405-00-464-9506  PONCHO  RUBBERIZED  FOR  ER  EA  685.001  48  ^  32,880.00 

8465-00-R10-1783  POUCH  CANTEEN  EA  180.00  48  8,640.00 

8468-00-R10-1783  POUCH  CANTEEN  EA  85.00  8  680.00 

8465-PN-000-1 349  POUCH  MEDICAL  EA  120.00  8  960.00 
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8455-PN-000-5342  SHOULDER  LOOP,  CPO  RM  PR  156.00  5  78000 

8455-PN-000-5343  SHOULDER  LOOP,  CPO  SK  PR  156.00  5  78000 

8455-PN-000-5354  SHOULDER  LOOP,  CPO  SO  PR  156.00  5  780.00 

8455-PN-000-5356_ SHOULDER  LOOP,  CPO  YN  PR  156.00  5  78000 


8455-PN-000-5339  SHOULDER  LOOP,  OFFICER  CDR  PR  156.00  13  2,028.00 

8455-PN-000-5335  SHOULDER  LOOP,  OFFICER  ENS  PR  156.00  50  7,800.00 

8455-PN-000-5338  SHOULDER  LOOP,  OFFICER  LCDR  PR  156.00  24  3,744.00 

8455-PN-000-5337  SHOULDER  LOOP,  OFFICER  LT  PR  156.00  45  7,020.00 

8405-PN-000-4443 _ UNIFORM,  ATHLETIC  BOTAK _ PR _ 499.99  280  139,997.20 
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6240-PN-000-1 487  LAMP,  FLUO  20  WATTS  EA  69.50  65  4,517.50 

6240-PN-000-2498  |  LAMP,  FLUO  20W  COMPLETE  EA _ 360.00  65  23,400.00 


0000000*0 
(Nj  O  O  O  O  O  O  N 
N*’  O  O  O  O  O  T-*  00 
ino)t(D^iD(D« 
00)00)00)00r 


o  o  o  o  o  o 

o  o  o  o  o  o 

d  d  o  o  d  oo 

O  CO  CM  CO  O  ^ 

iq  q  in  o)  co  tt 

CO  x-’  CsT  T“”  oo  o’ 

CO  G>  T~ 


OOOOOOOOOOOIO 

qqqqoooooTfoo 

ddddddcNidcsicsicvid 

OCMfMO(M(MOOO(D(D(M 

l00)0)l00)0)N0)N(0Oxf 


O  O  O  CO  o 

q  to  q  xr  o 

d  oo  d  cd  co 

T“  O)  00  CM  05 

T~  00  t—  05 


^  CD  CO  CD  £ 


o  o  o  o  o  o 

q  q  q  o  o  o 

^  d  in  6  6  in 

o  oo  n  co  oo  N 

cm  co  Tt  ^  oo 


o  o  o  o  o  o  o 

o  q  q  q  q  o  o 

o’  rf  d  t  d  M*  d 

00  CO  O  CO  CM  W  Tf 

M-  CM  00  CM  CM  OO 


<<LU<LU<<<<-J 

UJUJCOLUCOLULULLIUja: 


co  m  m  uj  co  co  m  m  m  m  ^ 


m  m  mm  mm  mm 


2$  -  CL 
^  CM  O 

-cmq 
>  ^  > 
§  !  S 

§  §  § 
all 
§0.-0 

<j  u! 


s  5 


7 

^  w  co 

>  >  U- 

o  o 

CO  CO  s 

cm  Q  o 

>  >  co 

CM  CM  < 
CL  CL  O 


O  O  < 
3  =)  -r 
— i  — >  o 

U-  LL.  3 


j—  H  CL 

cl  cl  m 

<  <  H 
H  H  CL 
CO  CO  < 


0  0  0 


<  <  o  o  § 

dooog 

u.  u.  ^  ^  y 

II  II  — -* 


O  O  o  O 
o  O  o  o 

0  CD  CD  0* 

5  ^  ^  5 

LL  LL.  LL  LL 


<c  <  <; 

o  o  o 

Z  2  Z 

oog 

CO  CO  CO 
CO  CO  CO 

222 
2  2  2 
O  O  O 
O  O  O 

2  2  9 
5  5  5 

LL  U.  LL 


<  <  >- 
o  o  < 


Q  Q  Q 

9  2  5 

u_  u. 


o  o 
lO  |LO  in 

CM  I  CM  CM 
CO  CO  CO 


CD  CO  N 
CO  "M- 
M“  M1  t 
in  in  to 

■  i  i 

o  o  o 
o  o  o 
o  o  o 

I  I  I 

z  z  z 

CL  CL  CL 

i  i  i 

io  w  w 
xj*  xj-  m* 
00  00  CO 
CO  CO  CO 


in  O)  n 

CO  M-  CO 

xr  xr  <o 
q  in  T 

o  o  o 
o  o  o 
o  o  o 

I  I  I 

z  z  z 

DL  CL  CL 
in  in  in 

Xl-  xr  xt 

00  00  CO 
CO  CO  00 


ooooooooooooooo 
oic5cNic4oioioic>icM#oiqiric^c\jc^ 

<DOCD<D<0<0C0<0C0<0<0C0<0<DCD 

CDOO<DCD<OCDCOO<OOCDOCDCD 


O  O  O  O  O  O  O 

0  0  0  0000 

o  rg  o  o  o  o  o 

in  co  10  o  o  o  o 

O  O  o  CO  CD  CO  CO 


O  O  O  o  o 
o  o  o  o  o 

odd  do 
0  0)0  0)0 
CO  CO  CO  CD  CO 


ooooooooooooooooooppppppppppp 
cooococococopppooooooppppppppppppppp 
r|  rj  rj  rj  rj  d  d  'd*  O  ^  O  ^  O  O  d  O  O  O  d  O  d  O  O  O  O  O 
SoScgojricgcgScguDcgincMCMLoiOLOiococococorocococococo 
SncoSSNNNrtSSSrtSlNnncOrtCMCMWCMCMCMCMCMCMCM 


<<<<<<<<<<<<<<< 

LJU  ILU  luj  luj  UJ  LLI  LU  UJ  LU  LLI  LU  LLJ  UJ  LLI  LLJ 


<  <  <  < 

UJ  LJU  LLI  LLI 


<  <  <  <  <  <  <  < 

LU  LU  LU  LU  LU  LU  LU  Ui 


<  <  < 
o  o  o 


h  h  h 

z  z  z 


(3  0  0  0  00000000000 

555555355455555 


T— 

H 

H 

< 

< 

o 

O 

-J 

— I 

X 

X 

a 

OL 

x. 

* 

o 

a 

< 

< 

— > 

0" 

0 

5 

s 

U_ 

Li- 

<  CO 

£  or  nclododoclo' 


LU  LU  LU  LU  LU  LU 


Li.  Ill  |ll  |ll 


hc  ^  or  a: 

S  m  LU  UJ 

jJ  LU  LU  lD 
-J  -j [  -*  -J 

0  ©  C3  0 

5333 

ll  ll  ll  u_ 


o  o  o 
t—  co  co 
o  in  in 

i  i  * 

o  o  o 
o  o  o 
O  o  O 

I  I  I 

Z  Z  Z 
Q.  a.  CL 

in  in  in 
^ 

CO  CO  CO 
00  00  CO 


8345-00-935-0475  FLAG,  LETTER  "L"  CAT  1  EA  230.00  3  690.00 

8345-00-935-0476  FLAG,  LETTER  "MM  CAT  1 _ EA _ 230.00  3 _ 690.00 
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8010-00-165-8573  PAINT,  OXIDE  PRIMER,  RED  GL  290.00  74  21,460.00 

8010-00-577-4735  PAINT,  PASTEL  GREEN,  ENAMEL  ALKYD  GL  480.00  78  37,440.00 

801 0-PN-000-3920  PAINT,  TINTING  BLUE  CN  35.00  58  2,030.00 

801 0-PN-000-3921  PAINT,  TINTING  GREEN  CN  39.00  69  2,691.00 

801 0-PN-000-3922  PAINT,  TINTING  RED  CN  43J0|  ^5  |  3,059.00 
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4020-00-240-2015  ROPE,  NYLON  CIR 1  1/2"  RL  3,913.00  7  27,391.00 

4020-PN-000-4645  ROPE,  NYLON  STUFF  1/8  DIA  (3.0  KG)  RL  286.20 _ 6  1,717.20 


4020-PN-000-4983  ROPE,  POLY  CIR  3/4"  RL  615.00  12  7,380.00 

4020-PN-000-0780  ROPE  POLY  SMALL  STUFF  1/8"  CIR  RL  760.00  16  12,160.00 

2040-PN-000-5472  RUBBER  FENDER  10 1/2  X  30  PC  14,800.00  24  355,200.00 

801 0-PN-000-8080  RUST  CONVERTER  1000  ML/LT  LT  108.00  2  216.00 
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AIR  FRESHNER,  AEROSOL  CAN  SPRAY  CN  130.00  390  50,700.00 

BROOM,  TAMBO_ EA  90.00  234  21,060.00 


7930-PH-001 -0020  |  BROOM,  TINGTING  EA  14.40  234  3,369.60 

7930-PH-001 -0020  BROOM,  TINGTING  EA  15.00  234  3,510.00 

791 0-PH-OOO-0 131  BRUSH,  POLISHER  14"  EA  169.50  78  13,221.00 

7920-PH-003-6488  BRUSH,  SANITARY  NYLON  BRISTLE  EA  25.00  78  1,950.00 

7920-PH-003-6488  BRUSH,  SANITARY  NYLON  BRISTLE  EA  130.00  78 _ 10,140.00 
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8540-PN-000-1 347  TISSUE,  FACIAL  SOFT  PERFUMED  BX  60,00  156  9,360.00 
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7440-PN-006-3807  |  DISKETE,  3  1/2"  PS,  HD  I  BX  I  210.00  78 _ 16,380.00 

7440-PN-000-3806  _ DISKETE,  5.5  PS  HD _ BX _ 300.00  78 _ 23,400.00 

7440-PN-000-3805  DISKETE,  DOUBLE  SIDED,  DOUBLE  DENSITY  BX _ 222.00  78 _ 17,316.00 
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7510-PH-018-0120  _ FOLDER,  MOROCCO  (9  X  12") _ EA _ 7.44  936 _ 6.963.84 

7510-PH-01 8-0120  _ FOLDER,  MOROCCO  (9  X  12") _ EA _ 9.00  936 _ 8,424.00 

751 0-PH-0 1 8-0050  FOLDER,  MOROCCO  LONG  (9X13  1/2")  EA _ 10.00  936 _ 9,360.00 

7520-PH-01 8-0020  FOLDER,  PRESS  BOARD  PLAIN _ EA  13.75|  936  |  12,870.00 
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7510-PH-000-0515  [  STAMP  PAD  #1  EA _ 45.00  78 _ 3,510.00 

7510-00-162-6177 _ STAPLE  WIRE  REMOVER _ EA _ 10.50  78 _ 819.00 

7510-00-162-6177 _ STAPLE  WIRE  REMOVER _ EA _ 31.50  78 _ 2,457.00 

7520-PH-000-058 1  STAPLER  MACHINE  #444  EA  360.00  78  28,080.00 
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751 0-PN-000-3930  TRANSPARENCY  FRAME  PG  480.00  78  37,440.00 

751 0-PN-000-3930  TRANSPARENCY  FRAME  PG  1,911.00  78  149,058.00 

751 0-XL-001 -3067  WIRE,  STAPLE  #10  BX  5.25  780  4,095.00 

751 0-PH-000-0364  WIRE,  STAPLE  #35  BX  43.20  780 _ 33,696.00 


VEHICULAR  _ _ _ 

2540-PN-000-2960  I  AMP  WIPER  W /  BLADE  |  EA  |  380.00|  15  |  5,700.00 
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APPENDIX  B: 


SELECTED  RSD  CONSUMABLE  LINE  ITEMS 
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CART0L1NA,  GREEN  EA  5.40|  0.12  6.051  5,131  0.27|  0.92|  156  1  42.12  [ _ 143.21 
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RIBBON,  COMPUTER  PRINTER  CA  190.00  0.12  212.80  192.85  (2.85)  19.95  312  (889.20) 

RIBBON,  COMPUTER  PRINTER 

LX-300/800  CA  200.00  0.12  224.00  203.00  (3.00)  21.00  312  (936.00) 
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CONTACT  SET  DISTRIBUTOR  EA  230.00  0.12  257.60  233.45  (3.45)  24.15  78  (269.10) 
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APPENDIX  C:  SURVEY  QUESTIONNAIRE 


From:  LT  JOSE  ERNESTO  B  GAVIOLA 
To:  Survey  Respondent 

Subj:  Survey 

Enel:  Survey  Questionnaire 

1.  Attached  is  a  survey  I  am  administering  for  my  thesis  at  the  Naval 
Postgraduate  School.  My  research  is  an  analysis  of  Philippine  Fleet  RSD  operation.  The 
purpose  of  the  study  is  to  identify  and  analyze  the  problems  encountered  in  the  operation 
of  the  RSD  in  order  to  enhance  the  Philippine  Fleet  effectiveness  in  providing 
consumable  supplies  to  the  end  users. 

2.  In  this  connection,  request  you  answer  each  question  truthfully  and 
completely. 

3.  This  is  just  a  survey.  There  are  no  right  or  wrong  answers;  the  only 
correct  answers  are  those  that  truthfully  reflect  your  opinion  about  the  questions. 

4.  The  answers  will  not  be  attributed  to  you.  Your  name  is  not  required. 
What  are  needed  are  your  thoughts  and  ideas  about  the  subject. 


SURVEY  QUESTIONNAIRE 


Rank _ 

Position 


Branch  of  Service 


Unit/Office 


Station:  Manila 
Cavite 


1. 


2. 


Have  you  performed  tasks/duties  as  supply  officer? 

[  ]Yes  [  ]No 

If  yes.  When  _ 

Where  _ 

Do  you  have  any  experience  transacting  business  with  Philippine  Fleet,  RSD 
during  your  supply  officer  billet? 

[  ]Yes  [  ]No 


If  your  answer  is  YES  proceed  and  answers  questions  3-14.  Otherwise 
discontinue. 
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3.  How  often  does  your  unit  use  RSD? _ 0,  visits/qtr 

_ 1 

_ 2 

_ 3 

_ 4 

_ _  Others,  (specify) 

4.  What  are  the  most  common  items  your  unit  purchases  from  RSD? 

_ Tools 

_ Office  Supplies 

_ Janitorial  Supplies 

_ Clothing 

_ Athletics  Supplies 

_ Cooking  Supplies 

_ _  Others 

5.  How  accessible  is  the  RSD  outlet  to  your  unit? 

_ Less  than  1  Kilometer 

_ 1-3  Km 

_ 3-5  Km 

_ Others  (specify) 

6.  Do  you  find  yourself  purchasing  material  that  is  not  meeting  100%  of  your 
expectations  due  to  RSD’s  selection? 

_ always 

_ often 

_ occasionally 

_ seldom 

_ never 

7.  Are  you  satisfied  with  the  items  availability  rate  at  RSD? 

[  ]Yes  [  ]No 

8.  Does  RSD  provide  the  best  available  quality  at  the  lowest  price? 

[  ]Yes  [  ]No 

9.  What  benefits  do  you  gain  from  using  RSD?  You  can  check  more  than  one. 

_ Accessibility  and  convenience 

_ Less  paper  work 

_ Cheaper  prices 

_ Familiarity  in  procedures 

_ Variety  of  items 

_ Short  waiting  time  to  acquire  items 

_ Customer  service 

_ Others  (specify) 
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1 0.  What  benefit(s)  could  you  gain  by  using  a  local  vendor  as  to  compare  with  RSD? 

_ Accessibility  and  convenience 

_ Better  quality 

_ Cheaper  prices 

_ Better  selection 

_ Variety  of  items 

_ Short  waiting  time  to  acquire  items 

_ Customer  service 

_ Others  (specify) 

11.  Are  you  willing  to  forego  the  benefit(s)  if  you  can  get  the  same  item  at  a  lower 
price  at  a  local  commercial  vendor? 

[  ]Yes  [  ]No 

12.  Are  you  willing  to  forego  the  benefit(s)  if  you  can  get  the  same  item  at  the  same 
price  at  a  local  commercial  vendor? 

[  ]Yes  [  ]No 

13.  If  the  RSD  was  eliminated  in  your  area,  could  you  still  carry  out  your  mission 
with  the  use  of  local  vendors? 

[  ]Yes  [  ]No 


14.  What  suggestion  can  you  offer  to  improve  the  RSD  operation? 


Thank  you  very  much  for  your  cooperation. 
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APPENDIX  D. 


SUMMARY  OF  OMB  CIRCULAR  A-76 


The  Office  of  Management  and  Budget  (OMB)  Circular  A-76  was  first  published 
in  1951,  which  governs  the  competition  process.  The  OMB  Circular  A-76,  “Performance 
of  Commercial  Activities”,  established  Federal  policy  for  the  performance  of  recurring 
commercial  activities.  A  commercial  activity  is  “the  process  resulting  in  a  product  or 
service  that  is  or  could  be  obtained  from  a  private  sector.”  Janitorial  services, 
maintenance  services,  and  grounds  keeping  are  examples  of  such  commercial  OMB 
Circular  A-76.  This  circular  is  not  designed  to  simply  contract  out  government  functions; 
rather  it  is  designed  to: 

1 .  Balance  the  interests  of  the  parties  on  a  make  or  buy  cost  comparison. 

2.  Provide  a  level  playing  field  between  public  and  private  sectors  in  a 
competition. 

3.  Encourage  competition  and  choice  in  the  management  and  performance  of 
commercial  activities. 

To  further  demonstrate  the  use  of  this  circular,  the  Defense  Logistic  Agency 
(DLA)  was  chosen  as  an  example  on  how  to  execute  the  A-76  process.  This  was  done  in 
the  following  procedure: 

•  Depots  are  chosen  based  upon  their  ability,  complexity,  customer 
considerations  and  projected  savings. 

•  Each  depot  will  establish  a  team  to  coordinate  the  A-76  process. 

•  The  team  begins  by  gathering  data  and  interviewing  the  depot  workforce 
in  order  to  define  mission  requirements. 
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•  The  defined  mission  requirements  become  the  performance  Work 
Statement  (PWS). 

•  The  government  issues  a  Request  for  Proposal  (RFP),  soliciting  bids  from 
the  private  sector  to  execute  the  work  in  the  PWS. 

•  While  the  government  is  soliciting  commercial  vendors,  the  depot’s  team 
develops  the  Most  Efficient  Organization  (MEO)  required  to  accomplish  the  work 
in  the  PWS.  The  MEO  becomes  the  government’s  bid  in  the  competition.  Depots 
and  commercial  vendors  have  18  months  to  concurrently  develop  their  bids. 

•  An  Evaluation  Board  reviews  contractor  bids  by  determining  which 
contractor  best  meets  the  evaluation  factors  established  in  the  RFP.  The 
contractors’  and  government’s  bids  are  compared,  and  the  contract  is  awarded  to 
the  lowest  bidder,  with  one  prerequisite.  The  contractor’s  bid  must  better  the 
government’s  bid  by  at  least  10%  of  the  personnel  cost  in  order  for  the  contract  to 
be  awarded  to  the  commercial  firm. 

Source:  Developed  by  the  Researcher  from  United  States  OMB  Circular  A-76. 
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